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Summary

Financial institutions serving agriculture continued to
experience improved conditionsin 1994, and further modest
gains are expected in 1995. Total farm business debt at
yearend 1994 is estimated at $148.1 billion, up 4.3 percent
from a year earlier, but 23.6 percent below the 1984 peak.
Commercial banksaccounted for 77.3 percent of theestimated
$6.2-billion increase in farm lending in 1994. Total farm
business debt is expected to grow 3 percent in 1995,
Creditworthy farmers should have adequate access to loans,
mostly from commercial banks and the Farm Credit System
(FCS), the largest suppliers.

Agricultural lenders generally found the demand for farm
credit was stronger in 1994, especially for short- to
intermediate-term loans (nonreal estate credit). Much of the
increased demand is related to financial restructuring
following theflood- and drought-ravaged cropsof 1993. Tota
bank loans outstanding increased 8.7 percent, or $4.8 billion,
in 1994, with 69.3 percent of the dollar volume coming in the
nonreal estate portfolio. Total farm debt held by commercial
banks grew 14.9 percent during the 2 years 1992-94. FCS
total lending only expanded 2 percent during 1992-94, but its
nonreal estate loan portfolio grew 13.2 percent.

Interest rates on new farm loans made by farm lenders
increased throughout 1994, reversing a downward trend that
began in the early 1980's. The differential in the cost of
borrowed funds between farm and nonfarm business
customers narrowed in 1994, reflecting greater competitionin
agricultural lending and a strong farm economy that reduced
the risk of extending credit to farm borrowers relative to
nonfarm businesses. Agricultural interest rates are expected
to rise throughout 1995, although to alesser extent than rates
anticipated for the general economy.

Agricultural banks had another good year in 1994. Their
annualized mid-1994 rate of return on assets (ROA) of 1.2
percent matched their solid 1993 performance. At 12.4
percent, return on equity capital (ROE) wasabit below 1993's
12.8 percent but well above levels seen a few years earlier.
With nonperforming loans and loan loss provisions down to
1.1 percent and 0.2 percent of total loans, respectively,
agricultural banks' loan portfolios remain strong.

Average loan-to-deposit ratios grew to 64.0 percent for
agricultural banks on September 30, 1994, up from 60.0
percent a year earlier and 58.0 percent 2 years earlier. The
|oan-to-deposit ratio hasincreased from alow of 53.5 percent
in 1987, but the current ratio remains below the high of 68.2
percent recorded in September 1968.

The FCS entered 1995 in strong financia condition. While
loan volume remains sluggish, loan quality continues to
improve. Earnings have falen but remain strong, and the
system continues to build capital and reduce nonperforming
assets. FCS capital has now returned to levels not seen since
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the early 1980's due to loan loss recoveries, conversions of
protected borrower stock to at-risk stock, and high net interest
margins experienced since 1991.

During 1994, the FCA and FCS ingtitutions took steps to
enhance efficiency, reduce per unit costs, and increase loan
volume. Effortsthat areat |east partly motivated by the desire
toimprove FCSefficiency include FCA'scampaigntoidentify
and reduce regulatory burden, joint ventures among FCS
entities to provide data processing or other support services,
and several proposas to increase the range of services
provided.

With the signing of the Federal Crop Insurance Reform and
Department of Agriculture Reorganization Act of 1994 (PL.
103-354) on October 13, 1994, the Farmers Home
Administration's (FmHA's) farm credit programs were
transferred to the new Consolidated Farm Service Agency
(CFSA). Created in the aftermath of the Great Depression,
FmHA was nearly 50 years old when it ceased operation. It
once administered a broad range of grant and loan programs
for agriculture and for rural businesses, communities, and
housing. Farm credit programs were little affected by the
transfer of authority.

Outstanding principal on CFSA direct farm loans fell $1.1
billion to $12.6 hillion at the end of fiscal 1994. The decline
occurred despite a $200-million boost in obligations, which
reversed a decade of declines in direct farm lending.
Guaranteed obligations surged $400 million during the year to
arecord $1.8 hillion.

Funding for most direct and guaranteed programs will be
tighter in fiscal 1995 as total lending authorities were cut by
about 10 percent. Applicantsto the direct programs are more
likely to experience funding shortages, which could occur in
someregions by spring. Some applicants not served by direct
programs likely will obtain credit through guaranteed
programs. A backlog of unobligated applications left over
from 1994 has raised demand for the smaller 1995 lending
alocations.

Facing falling capital and revenues, Farmer Mac undertook
several initiativesin 1994 to rekindl e its secondary market for
agricultural and rural housing mortgages. Farmer Mac has
only guaranteed asmall $38-million pool since October 1992.
To spur its nine poolers to securitize loans, Farmer Mac
announced plans to decertify poolersif they fail to securitize
at least $50 million per year. Farmer Mac also announced it
will enter into strategic business alliances with poolers. The
Western Farm Credit Bank was the first to enter into an
aliance that will provide for the first securitization of FCS
farm mortgages. |If securitization remains weak in 1995,
Farmer Mac might ask for alegislativefix. Farmer Macll, the
secondary market for USDA-guaranteed loans, continued to
grow in 1994, with sales reaching nearly $50 million.



Farm Sector

Farm Sector Financial Indicators Show Mixed Results
Agriculture remains financially strong despite lower farm income and stagnant equity.

Favorable growing conditions and record crop and livestock
production in 1994 lowered prices for a broad spectrum of
commodities. Farm program participantswill be compensated
for low prices with larger government support payments--up
25-50 percent to $10-$12 hillion in 1995. The 1994 record
output, which was largely due to record yields, is unlikely to
be repeated in 1995. A prolonged period of excess crop
production, declining farm prices, and rising stocksisunlikely.
U.S. agricultural exports are projected to be $48.5 hillion in
fiscal 1995, up 11.5 percent from 1994.

Net Cash Income Down in 1994

Net cash farm income, which measures sales during the year,
fell in 1994 to $50.8 hillion or about 13 percent below the
record of $58.5 hillion in 1993. Forecasts for 1995 suggest
that net cash income will be unchanged from 1994. Net farm
income, which assesses the net value of calendar-year
production, including the portion placed in storage, grew 2.8
percent in 1994 to $44.6 hillion, but isforecast to be down 10
to 20 percent in 1995.

Most of the declineis attributable to lower livestock receipts.
Pricesfor cattle, calves and hogs declined in 1994 and though
some recovery is expected for the latter half of 1995, total
receipts will likely be lower than in previous years. Given
normal weather and the current demand situation, income to
the crop sector isexpected to remain unchanged in 1995 from
1994. Therefore, regions where cattle or hogs comprise a
large share of agricultural production are expected to
experience declines in net cash income while regions more
reliant on crop production are expected to experience steady
to increasing net cash incomein 1995.

Low hog priceswill have the greatest impact in the Midwest,
where many farm operators are till recovering from the 1993
floods. In October 1994, one-fifth of the agricultural bankers
in the Chicago Federa Reserve District indicated that
repaymentswerelower than ayear ago. Whilefinancial stress
among some farm operators is indicated, a widespread farm
financial crisisis not likely. A magjority of the bankersin the
flood-aff ected States anticipate arisein net cash earnings for
1994-95 as crop yields recover.

Large supplies of beef and competing meats depressed cattle
pricesin 1994. Prices are expected to remain steady through
1995 resulting in reduced recei pts by cattle producers. Lower
cattle pricesfrom 1994 arelikely to adversely affectincomein
the Southern Plains, Northern Plains, and Mountain regions,
where cattle and calves make up over 40 percent of gross cash
farm income. The Southern Plains may be particularly
vulnerable with over 60 percent of gross cash farm income

from cattle. The Pacific region is ancther area of some
concern with over 20 percent of farm operator debt held by
financially stressed farms in January 1994. Much of the
indicated stress can be traced to the prolonged drought that
ended in 1993 and reduced exports.

Total production expensesusedin cal culating net farmincome
are forecast at $163.1 billion for 1994 and are forecast to
range from $160 to $168 billion in 1995. Potential interest
and fertilizer expense increases are of some concern. Farm
interest rates bottomed out in early 1994 after declining
steadily since early 1989. The importance of interest ratesto
farmersis shown by the fact that in 1994 interest expenses of
$11.1 billion were 7.7 percent of farm cash expenses and they
compare with the $50.8 billion in net cash income registered
that year. Changes in interest rates and resultant interest
expenses thus can significantly affect farm income.

Balance Sheet Stagnant

U.S. farm business assets are estimated to have risen $29.0
billion during 1994 to $917 hillion. Total nominal assets are
forecast to be between $912 and $922 billion in 1995, with a
growth rate of -0.5 to 0.5 percent. These smal changes
reflects a stable agricultural economy in nomina terms.
However, thereal value of farm assetsis projected to increase
only 1.1 percent in 1994 and is forecast to declinein 1995.

Thetota valueof farmreal estate assetsisprojectedtorise3.9
percentin 1994. Readl estate value changein 1995 is expected
to be slight. Nonreal estate asset values are forecast to be
stable, compared with 1994's gain of $3.2 billion. Total farm
debt is anticipated to increase 2 to 3 percent following a 4.3-
percent risein 1994.

The stable value of farm assets and the 2- to 3-percent risein
debt indicate that farm business equity will decrease about 0.5
percent in 1995 to about $765 billion. This compares with a
3.1-percent increase in 1994. The moderate equity decrease
for 1995 reflects a stable situation, and it is projected to trail
the general risein prices of about 2.7 percent. Asaresult, the
rea (1987 dollars) equity level is forecast to be down 3
percent during 1995.

The real value of farm assetsin 1995 is about the same as it
was in 1962. However, during this 35-year period, the
inflation-adjusted level of farm debt has increased almost 35
percent. Real farm equity has generaly trended downward
since peaking in 1980, and is projected to be more than 2
percent below its 1962 level at the end of 1995. Unchanged
asset values, and a higher debt |oad suggest that U.S. farming
will be operating with higher fixed costs at the end 1995 than
it was the case 30 years ago.
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Thefarm sector'sfinancial indicator shaveshown gener al improvement inrecent year s, but now aregiving mixed signals.
Total farm debt isnow increasing, equity isgrowing but slower than therateof inflation, thedebt load relativetoincome
isup dightly, farm incomeisdown somewhat, but the debt to asset ratio and total rate of return areat levels considered
normal.
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Lender Overview

Improvement Continues in 1994 as Demand for

Farm Loans Increases

Farm lenders have experienced several profitable years and entered 1995 in financially sound
condition. Total farm business debt is expected to grow 3 percent in 1995.

The financial condition of agricultural lenders was stable or
slightly improved in 1994, and some modest additional gains
are expected in 1995. Each of the four mgjor institutional
farm lender categories--commercia banks, the Farm Credit
System (FCS), the Consolidated Farm Service Agency (Farm
Credit Program [CFSA-FCP--formerly the Farmers Home
Administration--FmHAY]), andlifeinsurance companies--faces
unigue challenges, but each isin a stronger financial position
than several years ago.

Lenders' Financial Position Strong

The position of agricultural lenders in 1994 reflected the
generally healthy state of farmers financesinrecent years. All
major institutional lender groups except CFSA continue to
experience low levels of delinquencies, foreclosures, net loan
chargeoffs, and loan restructuring. As financial stress
declined after peaking in the mid-1980's, financial indicators
haveapproached morenormal historical levels, although some
have stabilized at levels dlightly above those experienced
before 1980.

The financia health of the FCS and commercial agricultural
banks continues to be strong. FCS net income through the
third quarter of 1993 was $765 million. FCS income before
taxes, extraordinary items, and the cumulative effect of
changes in accounting principles was $875 million for the 9
months ended September 30, 1994. The 1994 FCS income
remained strong despite the impact of $48 million in
restructuring and merger costs--costs that wereinsignificant a
year earlier. FCS net interest margin for the first 9 months of
1994 was 3.07 percent, compared with 3.16 percent a year
earlier.

Agricultural banks reported high average return on equity
(ROE) and return on assets (ROA) for the year ending June
30, 1994, and very low rates of net loan chargeoffs.
Continued strong performance in ROA indicates excellent
loan quality in farm bank loan portfolios. Interms of returns
and loan quality, farm banks continue to outperform small
nonagricultural banks. Agricultural bank loan|oss provisions
fell to 0.2 percent in 1994, reflecting avery optimistic outlook
regarding future loss rates.

CFSA continues to work through a backlog of delinquencies
initsdirect loan programs. Delinquent direct loans at the end
of fiscal 1994 were down 13.3 percent from the previous year
to $3.6 hillion. Loan restructuring continues; CFSA loan
writedowns, writeoffs, and debt settlements of $1.1 hillion
were approved through September 1994, the same level as
approved during the previous fiscal year. During fiscal years

1989-94, chargeoffs of $13.8 billion resulted from the CFSA
loan writedowns, writeoffs, and debt settlements that were
approved.

Demand for Credit Increases, Especially for
Production Loans

Agricultural lenders generally found the demand for
agricultural credit was stronger in 1994, especially for short-
to intermediate-term loans (nonreal estate credit). Tota
outstanding loan volume of commercial banks increased $4.8
billion in 1994, or 8.7 percent, with 69.3 percent of the dollar
volume growth coming in the nonreal estate loan portfolio.
The FCS reported total loans outstanding of $54.6 billion on
September 30, 1994, 2.5 percent above a year earlier. FCS
long-term real estate loans, however, increased less than 0.3
percent during the year ending September 30, 1994, reflecting
constant demand for mortgage credit.

CFSA made direct operating loans during fiscal 1994 of
$651.0 million, up 19.4 percent from fiscal 1993. Total direct
CFSA obligations (operating, ownership, and emergency)
increased 31.0 percent from fiscal 1993, to $878.7 million.
Total CFSA loans outstanding are forecast to have decreased
8.3 percent in calendar 1994 and total farm loans at yearend
were 54.9 percent ($13.5 hillion) below the peak volume
reported in 1985.

Among lifeinsurance companies, total lending activity wasup
0.3 percent during calendar 1994. Outstanding loan volumeat
the end of 1994 was 25.8 percent bel ow the 1981 peak for the
industry. A small share of this decline reflects sales of loans
to Farmer Mac.

Demand for nonreal estate business loans should increase
about 2 percent in 1995. The outlook for farm input
consumption and expendituresin 1995 will be influenced by
fertilizer and energy prices. Farmers are expected to spend
between $160 and $168 billionin 1995 for agricultural inputs,
compared with $163.2 hillion in 1994--a stable situation.
Total planted acreage of major crops in 1995 will contract
slightly becausetheacreagereduction program (ARP) for corn
wasraised to 7.5 percent from O percent in 1994 and soybean
prices are down from last spring. Total planted acres for the
seven magjor program crops plus soybeans are expected to
decline 1-1.5 million acresin 1995 or lessthan 1 percent from
1994. Corn area likely will decrease 3 million acres, and
soybeans 2.5 million acres. However, lower ARP for upland
cotton--0 percent versus 11 percent in 1994--and higher prices
will boost planted acres for cotton by about 1 million acres.
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Unit sales of farm tractors, combines, and other farm
machinery increased in 1994, for the second year in a row.
Purchases of farm tractors totaled 61,400 units in 1994
compared with 57,000 in 1993. Combine purchases were up
9 percent. Demand improved in 1994 not only because of the
farm income situation but idled acres were down, meaning
more acres were planted, which aso helped push up farm
machinery demand. Increased machinery saleshelp strengthen
the demand for short- and intermediate-term farm loans. A
larger share of this demand is now met by "captive" finance
companies owned by the machinery companies as opposed to
the more traditional institutional lenders. Nonreal estate farm
businessdebt grew 7.4 percent in 1994; individual s and others
farm debt (where the captive finance companies are included)
expanded 6.9 percent that year. Recent developmentsin the
farm economy will likely lower the demand for machinery
loansin 1995.

Activity in the land market should create stable demand for
mortgage loans (real estate credit) in 1995. Per acre U.S.
farmland values increased 6.4 percent in 1993, rose an
estimated 3-4 percent in 1994, and are expected to advance 3
percent in 1995. This will make 9 straight years of U.S.
farmland value increases. But, nationally, during the years
since the 1987 low, the rate of increase has lagged the rate of
inflationin 4 of theyears. Therearereportsof farmland price
gains of 5-9 percent and anecdotally even more in some
localities of the Midwest and Plains during the past year. Itis
unclear. however, that the value increases have led to
corresponding increases in the demand for farm mortgage
credit. Therearereportsthat asignificant portion of the price
gains were driven by outside nonfarm investors and not by
farmers. Moreover, there are reports that a good share of the
farmer buyers were larger operators who were able to pay in
large part or in whole with cash and not via borrowing.
Nationally, farm real estate debt should increase by about 3
percent in 1995.

Commercial Banks Are the Largest Beneficiary of
the Farm Loan Gains

Much of the increased loan demand apparently is related to
financial restructuring following 1 or 2 bad crop years. The
increased demand for farm loans during 1992-94 thus has
affected the nonreal estate farm production loan category
much more than the real estate mortgage loan category--the
former up 11.3 percent compared with the | atter's 1.8 percent.
Moreover, the loan growth has favored commercial banks the
most, followed by individual sand others (merchant and dealer
credit). Total farm debt held by commercial banks grew 14.9
percent during 1993-94; the nonreal estate bank category
jumped 16.2 percent while real estate loans increased 12.7
percent. Debt owed to individuals and others expanded 10.7
percent with the nonreal estate category growing 14.8 percent.
FCS total lending only expanded 2 percent during 1992-94,
but its nonreal estate loan portfolio grew 13.2 percent.

The recent growth in farm loan demand experienced by
commercial banks is reflected in loan-to-deposit ratios.
Average loan-to-deposit ratios grew to 64.0 percent for
agricultural banks in the year ending September 30, 1994,
from 60.0 percent a year earlier and 58.0 percent 2 years
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earlier. Theloan-to-deposit ratio hasincreased from alow of
53.5 percent in 1987, but the current ratio remains below the
high of 68.2 percent recorded in September 1968.

Regional changesare significant for areas affected by weather
problemsin 1993. Averageloan-to-deposit ratios reported by
the Federal Reserve System for agricultural banks increased
during the year ending September 30, 1994, for all eight of the
reporting Federal Reserve districts. But the changes from
September 1992-September 1994 show significant increases
for thefollowingdistricts: Minneapolis(61.1t070.2), Kansas
City (53.9t0 61.8), Chicago (59.7 to 65.8), St. Louis (60.8 to
65.7), and Dallas (45.5t050.3) The Minneapolisand Kansas
City ratios are the highest in adecade and the Chicago ratiois
the highest since 1980. In 1994, the Kansas City district's
farm loan demand index edged up to its highest level in 15
years.

Firming the farm loan demand in recent quarters and
increasing farm loan-to-deposit ratios at agricultural banks
would appear to have taken much of the slack out of the
lending system regarding farm loans. But this has not
generally been the case. Lenders report that the competition
for high-quality farm loans remains high. The increased
volume of farmloan volumefrom commercial banksgenerally
has succeeded inraising loan-to-deposit ratiosto moredesired
levelsfollowing severa yearsof bankers complaintsthat their
ratios were too low. Recent changesin loan-to-deposit ratios
not only reflect growth in loan demand, but a slower growth
rate in deposits as bank customers have taken advantage of
aternative investment options when faced with low bank
interest rates on deposit accounts. In rare cases, future gains
in loan volume may be constrained unless banks acquire
depositsat afaster pace. However, overall adequate funds are
available from banks for agricultural loans, with few banks
reporting a shortage of loanable funds.

Farm Debt Increasing in Response to
Greater Demand

The expected 3-percent risein farm business debt in 1995 will
be the fifth annual increase in the last 6 years after 5
successive years of net debt retirement. On a calendar year
basis, outstanding loan volume for all lenders increased last
year, except for the CFSA. Commercia banks experienced a
7.4- percent increase in real estate lending in 1994, marking
the twelfth consecutive year of gains. Some of theincreaseis
due to continued stringent loan underwriting requirements
implemented during the farm financial crisis of the mid-
1980's. There aso has been increased use of revolving lines
of credit backed by real estate.

Total farm business debt is anticipated to rise to about $152
billion by the end of 1995, the highest total since 1986. The
expected increase of $3-4 billion during 1995 will bethe third
straight year of rising debt and follows an increase of $6.2
billionin1994. The4.3-percent increasein 1994 isthelargest
annual percentage gain in outstanding loans since 1981 and
placesthedebt level about $9.4 billion above yearsearlier. In
percentageterms, however, theincreases of 1992-94 are small
compared with those of the 1970's (appendix tables 1-3).



Therecent increasein farm debt isimportant to watch, but not
aspecia causefor anxiety. Total farm businessdebt increased
6.8 percent during 1992-94, with an 11.3-percent gain in
nonreal estate debt, but only a 1.8- percent increase in real
estatedebt. Much of theincreasein nonreal estate production
loans stemmed from the mgjor flood and drought problems
experienced in 1993. By late October 1993, 739 Midwestern
and 497 Southwestern and Mid-Atlantic counties had been
declared asflood and drought disaster areas. Financial stress,
including more loan renewals and extensions, plus a lack of
set-aside requirementsin 1994 contributed to the higher input
use and increased financing needs.

Credit Access Is Adequate Despite the
Growth in Demand

Creditworthy farmers should have access to loans in 1995,
mostly from commercia banks and the FCS, the largest
suppliers. Banks' loan-to-deposit ratios, despite some recent
modest increases, reflect liquidity to meet increased credit
needs. The FCS is offering farm customers competitive
interest rates and credit arrangementsin an effort to enhance
loan quality and expand market share. Tota life insurance
company lending is expected to grow dlightly in 1995.

The availability of direct CFSA loansto family-sized farmers
unableto obtain credit el sewherewill betighter infiscal 1995.
Fiscal 1995 direct Operating Loan authority, at $500 million,
is down 28.6 percent from fiscal 1994 but direct Farm
Ownership authority, at $78.1 million, remains unchanged.
CFSA'sauthority to guarantee loans made by commercia and
cooperativelendersshould also betighter infiscal 1995. Loan
guarantees totaling $1.84 hillion wereissued in 1994, up 26.0
percent from 1993. Demand for |oan guaranteesin 1995 may
moderate some from levels experienced in 1994 given more
normal weather patterns. Borrowing in 1994 was influenced
by the aftermath of the 1993 drought and flooding.

The outlook for 1995 indicates that competition will remain
keen for high-quality farm loans. Trends in the general
economy and farm lending competition are causing some
increasein interest rates, which will tend to dampen farmloan
demand. Producers continue to be careful in acquiring new

Flgure 7

Agricultural bank failures
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debt and lenders continue to carefully scrutinize the
creditworthiness of borrowers. Farmers who are good credit
riskswill be ableto acquire creditin 1995. Lenderswill have
adequate funds. Commercial banks continue to watch
collateral requirements and emphasize borrowers' ability to
repay loans from current income while operating in a more
vigilant regulatory environment. Farmers will need to
demonstrate adequate cash flow, and some margina farm
operators and beginning farmers will continue to face credit
accessproblems. Somefarmersin severely affected, weather-
related disaster areas aso may experience problems in
acquiring adequate credit.

Farm Repayment Capacity Indicates No Major
Lender Stress Is Anticipated

In 1995, lower income levels, larger indebtedness, and
increasing interest rates indicate that a larger number of
operators will have less income available to meet higher
principal and interest paymentson their loans. Those affected
farmers may have difficulty in meeting their debt service
obligations. There was a dlight increase in the number of
financially vulnerable farmers beginning in 1993, with their
shareof farmsgreatest intheNorthern Plains, L ake States, and
Corn Belt. Recent events, however, do not indicate that the
farm sector is heading toward a period of renewed financia
stress that would adversely affect lenders.

Farmers appear to have used the relatively robust incomes
produced during 1988-92 to minimize borrowing and improve
their balance sheets. But they are expected to use their
repayment capacity more fully in 1995 because of lower
income, rising interest rates, and increased borrowing. The
farm sector isexperiencing somelocalized financial stress, but
overall thefarm sector'sfinancial statusis much stronger than
it was a decade ago. Farm operators most likely to face
financial problemsin 1995 are livestock producers and those
who have not yet recovered from 1993 weather problems.
Only a few farm borrowers in areas affected by the 1993
weather disasters are loaned up to their credit limits.
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Lender Overview--continued

Farmers' Use of Repayment Capacity Rises
Farmers are expected to use their credit lines more fully in 1995.

Farmers' Repayment Capacity Lower But They Still
Could Manage Additional Debt

The recent rise in farm debt is a cause of concern but not
alarm. Reduced income levels, with increased indebtedness,
and rising interest rates suggest that a larger number of
operators will have less income available to meet higher
principal and interest payments on their loans. Affected
farmersmay experiencedifficulty inmeeting their debt service
requirements, and farmers are expected to use their available
credit lines more fully in 1995.

Generally, one of the most influentia criteria in lenders
evaluations of loan applicants credit capacity isthe amount of
borrowers income that is available for debt repayment. In
applying debt coverage ratios to determine credit limits and
maximum loan amounts, lenders effectively require that no
more than 80 percent of income available for debt repayment
beused for loan principal and interest payments. Lendersthen
use this maximum loan payment to determine the maximum
loan that the borrower qualifiesfor, given the appropriateloan
term and the current market interest rate.

Considering the cash available (net cash income plus interest
expenses) from farm operations as an appropriate proxy for
income available for debt repayment, ERS research has
analyzed farm operators' use of their debt repayment capacity
since 1970. Applyingadebt coverageratio to net cashincome
from farm operations for each year, the maximum principal
andinterest payment wasdetermined. The maximum debt that
could be serviced by this loan payment was estimated at
prevailing market interest rates for a 7-year repayment term.
This maximum debt can be thought of as the largest line of
credit that thefarm sector could obtainin agiven year. For the

Flpae =

actual level of farm assets, a comparison of the actual farm
debt-to-asset ratio with the maximum debt-to-asset ratio that
could be supported by the available income provides insight
into farmers' use of credit capacity.

Results of this research indicate that farm operators rapidly
exhausted their debt repayment capacity duringthelate 1970's.
In 1980-1982, the actual debt owed exceeded the amount that
operators could service with theincometheir farmswere then
producing. While this was partially due to prevailing high
interest rates, those farm operators who borrowed to expand
found themselves saddled with a critical mass of excessive
debt. This problem farm debt worked itself out during the
loan restructuring that took place over the remainder of the
1980's. Incomesin the mid- to late 1980's supported a higher
level of debt, but, asland values declined and heavily indebted
farmers experienced loan payment problems, lenders were
reluctant to extend credit secured by farmland.

Entering the mid-1990's, one of the more descriptive farm
sector economic indicatorsis derived by comparing the actua
debt-to-asset ratio with the maximum debt-to-asset ratio
supportable by the current level of net cashincomefromfarm
operations. Whilethe actual farm operator debt-to-asset ratio
does not appear to be rising dramatically, the maximum debt-
to-asset ratiothat could be supported fromcurrent cashincome
is expected to remain below 40 percent during 1995. Thisis
the lowest level for this measure since 1984. This suggests
that while farmers, in total, appear to have the capability to
safely acquire additional debt, they will probably not
dramatically increase their borrowing activities because they
have lower income available to service debt.
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Agricultural Interest Rates

Farm Loan Rates Increased Throughout 1994
Farm loan rates are expected to continue trending upward in 1995.

Situation: 1994

Interest rates on new farm loans made by institutional lenders
increased throughout 1994, reversing a downward trend that
began in the early 1980's (figure 9). Annua interest rates on
new nonreal estate farm loans increased 20 basis points for
commercia banks and 14 basis points for FCS lenders.
Increases are even more pronounced when comparing fourth-
quarter averages in 1993 with those for 1994 (appendix table
4). The premium between farm nonreal estate |oan rates and
the prime rate has been trending downwards since the mid-
1980's. Thisnarrowing inthe cost of funds between farmand
nonfarm borrowershasbeeninfluenced by greater competition
among agricultural lenders and a healthier farm economy that
has reduced the credit risk premium in farm lending rates.

Average interest rates on new rea estate loans increased
across all categories of farm lenders as well (appendix table
5). Again, the increases are especialy pronounced when
comparing fourth-quarter averages for 1993 with those for
1994. Real estatefarmloansin 1994 were priced amost afull
percent above the U.S. T-bond rate. The U.S. T-bond rate is
acomposite series similar in term to farm real estate loans.

The upward trend in farm interest rates during 1994 reflects
activity outside of the farm sector, especialy the Fed's tighter
monetary policy in response to fears of an increase in future
inflation rates. A tighter monetary policy attempts to slow
economic growth and reduce inflationary pressures that are
generated when there is little excess capacity in labor and
capital markets. Such asituation is presently evidenced by a
civilian unemployment rate that remainswell below 6 percent
and an increasein the U.S. manufacturing capacity utilization
rate to its highest level (85.1 percent) since 1979.

Agriculture will continue to compete for loanable funds
against growing demand from the nonagricultural business
sector. Nonfarm nonfinancial firmdebt grew at an annual rate
of 4.7 percent in thefirst three quarters of 1994, in contrast to
a2.1-percent ratein 1993. Nonfarm business credit demand
is expected to accelerate in 1995 as business investment
remains strong but growth in corporate profits slows.

Treasury rates are important to any discussion of the farm
economy because farm interest rates follow trends in mgjor
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financial market rates. Tighter monetary policy, stronger
domestic credit demand from business and consumers, and
rising world rea interest rates pushed up U.S. Treasury
interest rates for all maturities. The nominal yield on 30-year
T-bondsroseto 7.9 percent by late December, compared with
6.4 percent at the beginning of 1994. At the short end of the
yield curve, the real 3-month T-bill rate (measured by the 3-
month T-bill rate minustheinflation rate over the previous 12
months) increased from 0.3 percent in the beginning of 1994
to 2.8 percent by the end of December.

Outlook: 1995

Mgajor financial market interest rates are expected to continue
their upward climb throughout 1995, slowingin thelatter half
of the year. The largest increases are expected in the shorter-
term rates. Mirroring this trend, agricultura loan rates are
expected to increase to a lesser extent, due to the relatively
more stable cost of funds at agricultural financia institutions.
Ratesat small, rural agricultural banksareexpectedtoincrease
less than rates at large urban banks.

Impacts on Farm Lenders

Increases in interest rates affect lenders' costs, which are then
passed on to farmer-borrowers on both new and outstanding
farmloans. Themagjority of farmloansare madewith variable
interest rates. Asgeneral interest ratesincrease, interest rates
on outstanding variable rate loans increase when their
repricing dates arrive. Whilethis protects the market value of
variable rate loans, the increase in market interest rates
negatively affects the market value of alender's outstanding
fixed rate loans. In addition, the recent increases in interest
rates combined with expectations of future increases, should
they occur, will have a negative impact on the future
repayment capacity of somefarm borrowers, reducing or even
reversing some of the recent improvementsin the asset quality
of the farm financial sector (figure 10).

Farm lenders price their new loans on a combination of their
average and marginal cost of funds. Large commercial banks
and life insurance companies place a greater reliance on
marginal cost pricing in contrast to small rural banksand FCS
lenders. Thus, larger lenderswill reflect increasesin their cost
of funds sooner and to a larger extent than smaller, rura
lenders. However, the interest risk management practices of
thelargeinstitutional lenders may reduce their need to protect
profit margins by passing increases in their cost of funds to
farmers.

Agricultural Income & Finance/AlS-56/Feb. 1995
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Current Lender Loan Portfolios

Commercial Banks Hold Largest Share of Farm Loans
Farm business debt increased 4.3 percent in 1994 and rose in 4 of the last 5 years. Itis now

7.9 percent above the 1989 low.

The distribution of the farm sector's $148.1 hillion total farm
business debt held on December 31, 1994, is summarized in
table 1. Commercial banks account for 40.0 percent of all
farm loans, making them the leading agricultural lender,
followed by the FCSwith 24.5 percent. Individualsand others
are estimated to hold 21.9 percent of the total.

Despite the recent increases, total farm business debt at the
end of 1994 was $45.7 hillion (or 23.6 percent) below its 1984
peak (appendix table 1). Rea estate farm business debt in
1994 was 27.6 percent below its 1984 peak and nonreal estate
farm business debt was 19.4 percent lower than its 1983 high
(appendix tables 2 and 3). The overall paydown in the farm
loan portfolio appears to have been driven more by demand
than supply. For avariety of reasons, farmers decided to hold
less debt. Large amounts of debt and relatively high interest
rates made debt servicing acostly iteminthe early 1980's. By
1987-90, interest rateswere lower, farmincome was stronger,
asset values were stable, and debt was down.

Thefarm sector entering 1995 ismore cost-efficient and better
capitalized except for scattered areas affected by earlier severe
weather problems. Since the 1989 low, farmers have slowly
added to their debt with total debt increasing only 7.9 percent
by 1994. Total nonreal estate debt has been growing sinceits
1988 low, with a 14.7-percent increase through 1994. Real
estate debt has increased only 4.2 percent since its 1990 low.

Commercial Banks Continue To Increase
Market Share

Since 1981, when their market share was 21.3 percent,
commercia banksincreased their market share of farm loans
for 13 straight years to 40 percent in 1994 (appendix table 1).
Much of this shift occurred at the expense of the FCS, whose
market share has trended downward, declining from ahigh of
34 percent in 1982 to 24.5 percent in 1994. Tota CFSA
market share a so has decreased sharply--from 16.3 percent in
1987 to 7.5 percent in 1994. The commercial bank farm loan
portfolio grew 44.1 percent during 1987-94 while the FCS
portfolio decreased 43.4 percent over the 1982-94 period.
CFSA loans outstanding dropped 54.9 percent during 1985-
4.

Within the real estate debt portfolio, the value of outstanding
real estate loans held by commercial banks hasincreased 178
percent from its 1982 low, while FCS loans have decreased
47.1 percent from their 1984 high (appendix table 2). Some
of the bank increase resulted from higher loan collateral
requirements in the wake of the 1980's farm financial crisis
rather than from new land loans. Collateral requirements can
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shift production loans into the rea estate category. In the
1980's, farm lenders have made atransition from their earlier
collateral-based lending. Lenders, operating in a stricter
regulatory environment, now emphasize borrowers' ahility to
repay loans from current income.

A number of important changes have occurred in the nonreal
estate portfolios of the major farm lenders (appendix table 3).
By the end of 1988, FCS nonreal estate loans had declined
58.8 percent from their 1981 peak, but they subsequently
increased 33.6 percent during 1987-94. At the end of 1987,
commercial bank loans had decreased 26.7 percent from their
top figure in 1984, but they subsequently increased 38.6
percent during 1987-94. CFSA nonreal estateloansdecreased
61.4 percent during 1985-94, falling continuously over this
period. In 1994, the FCS held 16.5 percent and commercial
banks held 54.0 percent of total nonreal estate debt. The
comparable figures in 1981 were 25.4 and 37.3 percent,
respectively.

Delinquencies and Chargeoffs Continue at Low
Levels Except for CFSA

During 1985-94 CFSA had the highest delinquenciesin both
dollars and share of the portfolio (table 2). The value of
delinguent loans peaked for commercial banksin 1985 and for
the FCSand lifeinsurance companiesin 1986. Delinquencies
as a percentage of outstanding farm loans peaked in 1986 for
al lenders except CFSA, where they peaked in 1988.

A key concern of farm lenders is the amount of 1oan losses
they must absorb. Losses for commercia banks, FCS, and
CFSA for 1984-94 are shown in table 3. During 1985-89,
agricultural loan chargeoffs by these lenders totaled $13.8
billion. The varying pattern of losses reflects institutional,
accounting, and regulatory differences. Commercial banks
tend to focus on farm production loans, where problems
surfaced more quickly than for the farm mortgages that
dominate FCS'sloan portfolio. Moreover, until 1985 the FCS
tended to extend more loan forbearance than commercia
banks.

CFSA exercised liberal loan foreclosure forbearance until
1987, which caused the agency to report low farm loan losses.
CFSA's policy of considerable forbearance continued until
then becauseforeclosureactivitieswererestricted by Congress
andthe courts. The outcomewaslow reported |oan | osses, but
an accumulating amount of delinquent loans. Beginning in
fiscal 1987, CFSA began to resolve more vigorously the
delinguent loan volume that accumulated during the 1980's.
The Agricultural Credit Act of 1987 gave CFSA extensive
guidelinesto resolve its problem loan portfolio.
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Table 1—Distribution of farm business debt, by lender, December 31, 1994 1/

Type of debt

Lender Real Nonreal Total
estate estate

Percent of total

Commercial banks 14.2 25.8 40.0
Farm Credit System 16.6 7.9 24.5
Cons. Farm Service Agency 3.6 3.8 7.4
Life insurance companies 6.1 --- 6.1
Individuals and others 11.6 10.3 21.9
Commodity Credit Corporation 0 --- 2/
Total 52.2 47.8 100.0

1/ Preliminary. Due to rounding some subcategories may not add to totals. 2/ This excludes CCC crop loans which are estimated at $4
billion at the end of calendar 1994.

Table 2—Delinquent farm loans, by lender, 1985-94

Lender Yearend 1/ Mid-

year

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 2/
Billion dollars
Commercial banks 3/ 4/ 2.6 2.2 1.4 1.0 0.7 0.6 0.7 0.6 0.5 0.6
Farm Credit System 5/ 5.0 7.0 5.2 3.3 25 25 2.2 1.9 15 1.3
Life insurance companies 6/ 1.7 1.8 1.3 .8 4 4 4 3 2 3
Cons. Farm Service Agency 7/ 11.9 12.0 11.8 125 111 8.1 7.3 6.6 5.8 4.4
Percentage of outstanding loans

Commercial banks 3/ 4/ 7.3 7.0 4.8 3.3 2.3 1.9 1.9 1.8 1.4 15
Farm Credit System 5/ 8.0 13.8 11.8 8.0 6.1 6.1 5.4 4.6 3.6 3.1
Life insurance companies 6/ 151 17.0 14.3 8.9 4.7 4.2 3.8 3.3 2.2 3.8

Cons. Farm Service Agency 7/ 415 429 458 498 478 413 417 425 410 348

1/ End of fiscal year (Sept. 30) for the Consolidated Farm Service Agency (CFSA) and end of the calendar year (Dec. 31) for the other
lenders. 2/ June 30 except for CFSA. 3/ Delinquencies were reported by institutions holding most of the farm loans in this lender group. Data
shown are obtained by assuming that the remaining institutions in the group experienced the same delinquency rate. 4/ Farm nonreal estate
loans past due 90 days or more or in nonaccrual status, from the Reports of Condition submitted by insured commercial banks. 5/ Data
shown are nonaccrual loans and exclude loans of the Bank for Cooperatives. 6/ Loans with interest in arrears more than 90 days. 7/ Prior to
1988 a loan was delinquent when a payment was more than $10 and 15 days past due. Beginning in 1988, a loan is delinquent if a payment
is more than 30 days past due. Data shown are for September 30; thus, they avoid the yearend seasonal peak in very short-term
delinquencies and so are more comparable with those shown for other lenders. The CFSA data reflect the total outstanding amount of the
loans that are delinquent (as do the data shown for other lenders), rather than the smaller amount of delinquent payments that is often
reported as CFSA "delinquencies."

Table 3—Farm loan losses (net chargeoffs), by lender, 1984-94

Commercial Farm Credit Cons. Farm Exhibit: Life
Year banks 1/ System 2/ Service insurance company
Agency 3/ foreclosures 4/

Million dollars (Percent of loans outstanding at end of period) 5/

1984 900 (2.3) 428  (0.5) 128 (0.5) 289 (2.5)
1985 1,300 (3.3) 1,105  (1.6) 257 (0.9) 530 (4.8)
1986 1,195 (3.4) 1,321  (2.3) 434 (1.5 827 (7.9)
1987 503 (1.6) 488  (0.9) 1,199 (4.3) 692 (7.5)
1988 128 (0.4) 413 (0.8) 2,113 (8.4) 364 (4.0)
1989 91 (0.3) (5) (0.0) 6/ 3,297 (12.4) 204 (2.3)
1990 51 (0.2) 21 (0.04) 3,199 (13.5) 85 (0.9)
1991 105 (0.3) 47 (0.09) 2,289 (10.4) 95 (1.0
1992 82 (0.2) 19 (0.04) 1,887 (9.1) 148  (1.8)
1993 54 (0.2) (2 (0.0) 6/ 1,768  (9.4) 96 (1.1)
1994 7/ 30 (0.1) 8 (5) (0.0) 6/ 1,346 (7.5) 18  (0.2)

NA= Not available. 1/ Calendar year data for nonreal estate loans. 2/ Calendar year data. 3/ Fiscal year data beginning October 1.
Includes data on the insured (direct) and guaranteed farm loan programs. 4/ Loan charge-off data are not available for life insurance
companies. 5/ Loan loss data rounded to nearest million dollars. 6/ A gain of less than 0.01 percent. 7/ Commercial bank data through June
30, 1992, and Farm Credit System and life insurance company data through September 30, 1992. 8/ Less than 0.05 percent.

Sources: American Council of Life Insurance, Board of Governors of the Federal Reserve System, The Farm Credit Council, and the
Consolidated Farm Service Agency.
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Agricultural Lender Situation

Agricultural Banks Remain Highly Profitable

Farm banks have significantly reduced their delinquent loan portfolio.

Agricultural bankswere very profitablein 1994, but not quite
up to their record 1993 performance. Low loan loss
provisions and good interest rate spreads supported large
profitsfor agricultural lenders. An annualized mid-1994 rate
of return on assets (ROA) of 1.2 percent matched the strong
1993 average (table 6). Return on equity capital (ROE)
declined to 12.4 percent, trailing 1993's high 12.8 percent but
well above afew years earlier.

Continued strength in ROA reflectsincreasing loan qudity in
farm bank loan portfolios. Loans in nonperforming status at
midyear dropped to 1.1 percent of total loans (table 4),
surpassing theindustrywiderate of 1.6 percent (appendix table
6). As measured by both ROA and loan quality, agricultural
banks also outperformed the small nonagricultural banks to
which they are often compared.

As farmers continue to slowly assume more debt, the
increasing share of farm debt captured by commercia banks
helped raise loan-to-deposit ratios at agricultural banks from
58.1 to 62.1 percent over the past year. Since this is an
average, higher loan ratios at some small banks may lead their
managers to consider slowing lending activity. But several
surveys suggest that most agricultural bankers have the
capacity and willingness to extend additional farm credit.

What Is an Agricultural Bank?

TheBoard of Governorsof the Federal Reserve System (FRB)
classifies banks as agricultural if their ratios of farm loansto
total loans exceed the unweighted average of the ratio at all
banks on a given date; 17.42 percent on June 30, 1994 (table
5). The Federal Deposit Insurance Corporation (FDIC)
criterion is a constant 25 percent ratio of agricultural loansto
total loans. Unless otherwise indicated, the FRB agricultural
bank definition is used throughout this report. Most farm
banks retain much larger agricultural shares in their loan
portfolios and therefore remain sensitive to conditions in the
agricultural sector of the economy. Farm loans averaged 38
percent of total loansat all farm banksin 1994, and reached 49
percent for farm banks with below $25 million in assets (table
7).

Since outstanding bank farm loans typically peak in the
summer and declinetherest of theyear asproductionloansare
paid down, the use of June data for 1994 (rather than end of
year) in table 5 distorts recent trends in the number of
agricultural banks. For the 6 months ending June 30, 1994,
farm banks declined by only 34 to 3,689 using the FRB
definition and actually increased by 7t0 2,954 usingthe FDIC
definition. Comparing June 1994 to June 1993 (not shownin
the table) shows much larger declines under both definitions;
130 fewer FRB farm banks and adrop of 66 following FDIC's
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approach to counting agricultural banks. The trend toward
fewer agricultural banks reflects a decline in farm lending
relative to total loans, but the drop in banks over the last
decade due to mergers and failures is a stronger factor.

Farm Loan Quality Continues To Improve

Farm loan quality continued to improve through the first half
of 1994. Only 1.5 percent of commercial bank agricultural
production loans were delinquent.  Renegotiated and
performing loans amounted to only 0.4 percent of production
loans. Farm loan quality at agricultural banks exceeded that
for commercial banks overall with only 1.4 percent of
agricultural bank farm production loans in nonperforming
status.

Net chargeoffs of farm production loans grew to $30 million
(table 3) at all commercial banksin thefirst 6 months of 1994
from $23 million in first-half 1993 (not shown), but this
number remains negligiblerelativeto outstanding loansand to
chargeoffs observed during the farm crisis of the mid-1980's.
Loan loss provisions fell to 0.2 percent, reflecting
management's increasingly positive outlook for future loss
rates (table 6).

Profitability Approaches 1993 Results

Agricultural bank profitswere near 1993 levels, with ROA at
1.2 percent and an overal rate of return on equity (ROE) of
12.4 percent, both annualized from midyear figures. ROE for
small nonagricultural banks slightly exceeded the midyear
ROE for agricultural banks, but trailed agricultural banksin
ROA with aratio of 1.1 percent. Both bank typesincreased
their average capital-to-asset ratio during 1994, further
increasing their solvency.

Agricultural banks' loan-to-deposit ratios increased to 62.1
percent, compared with 67.4 percent at small nonagricultural
banks. Theratio of loansto assets, 53.6 percent at agricultural
banks and 58.0 percent at small nonagricultural banks, reveals
the relative bank liquidity of these two groups. Both are
highly liquid and eager to make additional loans, but expect
loan demand to remain stable.

No agricultural banks failed in 1994 (appendix table 8),
compared with three a year earlier. This reflects continued
improvement in farm bank loan quality and wide net interest
margins, but also follows national trends of asolid recoveryin
the banking industry. Total nonagricultural bank failures
dropped to 11 in 1994 from 33 in 1993. Only 3 agricultural
banks and 24 nonfarm banks were categorized as weak at
midyear, compared to 2 and 30, respectively, at the end of
1993 (appendix table 7).
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Srong profits, continued improvementsin loan quality, and lowered expectations for future lossrates allowed

commercial banksto further reduce loan loss provisions.

Table 4—Nonperforming loans as a percentage of total loans, by type of bank, 1986-94 1/

Type of bank 1986 1987 1988 1989 1990 1991 1992 1993 1994
Percent
Agricultural
Total nonperforming 2/ 4.7 3.8 2.7 2.3 2.0 1.9 1.8 1.4 1.1
Past due 90 days 3/ 1.6 1.2 .8 7 .6 .6 .6 A4 A4
Nonaccrual 3.1 2.6 1.9 15 1.3 1.3 1.2 1.0 v
Small nonagricultural 4/
Total nonperforming 2/ 2.6 25 2.2 2.1 2.0 2.3 2.0 1.7 1.3
Past due 90 days 3/ 1.0 .8 7 7 .6 7 5 A4 3
Nonaccrual 1.6 1.7 15 1.4 1.4 1.6 15 1.3 1.0

1/ Data are weighted by bank asset size using month-end June balances. 2/ Columns may not equal totals due to rounding. 3/ Still accruing
interest. 4/ Banks with less than $500 million in assets which were not agricultural by the Federal Reserve Board definition.

Source: Calculated from the Report of Condition and Report of Income files, Board of Governors of the Federal Reserve System.

Table 5—Number of agricultural banks, by definition, 1986-94 1/

ltem 1986 1987 1988 1989 1990 1991 1992 1993 1994 2/
Commercial banks (Number) 14,008 13,505 12,961 12,635 12,270 11,849 11,400 10,917 10,675
FRB Agricultural banks (Number) 4,704 4,480 4,337 4,180 4,067 3,952 3,851 3,723 3,689
FRB farm loan ratio (Percent) 15.78 15.60 15.73 15.84 15.94 16.57 16.73 17.04 17.42
FDIC Agricultural banks (Number) 3,516 3,335 3,236 3,172 3,090 3,116 3,019 2,947 2,954

1/ Includes domestically chartered, FDIC-insured commercial banks with deposits, assets, and loans. 2/ 1994 figures are for June 30, all

others are December 31.

Source: Calculated from the Report of Condition and Report of Income files, Board of Governors of the Federal Reserve System (FRB).

Table 6—Selected bank performance measures, by type of bank, 1986-94 1/

Performance measure 1986 1987 1988 1989 1990 1991 1992 1993 1994 2/
Percent
Rate of return on equity capital
Agricultural banks 5.1 7.6 10.0 10.7 10.7 11.4 13.1 12.8 12.4
Nonag small banks 8.3 8.1 8.7 10.1 8.5 9.1 12.0 12.9 12.6
Rate of return on assets
Agricultural banks 4 7 .9 1.0 1.0 1.0 1.2 1.2 1.2
Nonag small banks .6 .6 7 .8 7 7 1.0 11 11
Provisions for loan losses
as a percentage of loans
Agricultural banks 2.4 1.4 .8 7 5 5 A4 3 2
Nonag small banks 1.3 1.0 9 .8 1.0 1.0 .8 5 A4
Capital as a percentage
of assets
Agricultural banks 9.5 9.8 10.0 10.1 9.9 10.1 10.4 10.9 1.1
Nonag small banks 8.4 8.8 8.8 9.0 9.0 9.2 9.6 10.1 10.2

1/ Rate of return on equity is net income after taxes as a percentage of the average of total equity capital at the beginning and end of the
year. Rate of return on total assets is net income after taxes as a percentage of total assets on December 31. 2/ 1994 ratios are June 30

data, annualized.

Source: Calculated from the Report of Condition and Report of Income files, Board of Governors of the Federal Reserve System.

Agricultural Income & Finance/AlS-56/Feb. 1995

15



Agricultural Lender Situation--continued

Small Agricultural Banks Are the Biggest Farm Lenders

Agricultural banks with assets up to $300 million hold over half of all commercial bank farm
loans, but nonagricultural bank shares increased slightly.

Both agricultural and nonagricultural bank groups increased
the total value of their farm lending portfolios by substantial
amounts. Agricultural banks reported a$2.9-billion increase.
The $2.4 billion gain over 1993 for nonagricultural banks|eft
them with 43.8 percent of commercia bank farm loans (table
7), a0.1-percent increase from the previous year.

The largest size class of nonagricultural banks holds one-
quarter of all commercial bank farm debt (table 7). Withless
than 20 percent of this debt, the other nonagricultural bank
classestrail the combined 24.9 percent market share of thetwo
smallest classes of agricultural banks.

Solvency Measures Look Good For All
Bank Groups

Bank capital reduces the risk of bank failure by cushioning
losses and supports liquidity by maintaining borrower
confidence. Capital-to-asset ratiosfor midyear 1994 show that
commercia banks -- regardless of size-- are solvent (table 8).
Small commercia banks had capital-to-asset ratios between
10.6 and 11.8 percent, compared to around 10 percent for the
three largest bank categories. A narrower measure, the ratio
of equity capital to assets, averaged 10.8 percent of assetsfor
the smallest banks but only 7.2 percent for the highly
leveraged large banks.

Loan-to-deposit ratiossuggest that small commercia banksare
more liquid than larger banks. However, nondeposit funding
sources and secondary markets for loan sales have weakened
the loan-to-deposit ratio's traditional role as a liquidity
measure. Some banks hold more loans, resulting in higher
loan-to-deposit ratios. Other banks reducerisk and their loan-
to-deposit ratios by selling loans and acquiring securities
instead. Large banksusenondeposit sourcesof loanablefunds
liberally, as witnessed by their much lower value of deposits
as a percentage of liabilities (table 8).

Largest Banks Most Profitable

Large banks lend a greater percentage of their asset base, but
they typically earn lower rates of return on those assets (ROA)
than do smaller banks. However, in the first part of 1994 the
smallest banks registered the lowest ROA and the best result
came from banks with $300-$500 million in assets. Large
banks improved their profitability in part by getting a handle
on past real estate problems. Asof June 30, 1994, 2.6 percent
of big bank real estate loans were nonperforming (appendix
table 6), down from 4.1 percent ayear earlier. Rate of return
on equity (ROE) increased uniformly with bank size (table 9),
helped by greater leverage in the larger banks.

The smallest banks, those with $25 million or less in assets,

include 1,351 agricultural banks and 781 nonagricultural
banks (table 7). The smallest agricultural banks provided
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about 10 percent of commercial bank loans to agriculture.
Agricultural banks achieved an average annualized ROA of
1.25 percent and ROE of 12.36 percent. Agricultural banks
with less than $25 million in assets earned an ROA of 1.13
percent, within 0.01 percent of all nonagricultural bank size
classes except those with $300 to $500 million in assets,
which achieved an ROA of 1.22 percent.

Current Banking Issues

Interstate banking and branching legislation was signed by the
President in 1994. Bank holding companies as of September
1995 may purchase, and operate as separate bank affiliates,
banks in al States. Most States already permit interstate
banking to some extent, but the Federal legislation eliminates
State requirementson reciprocity and location of theacquiring
holding company. Interstate branching through bank mergers
is permitted beginning in June 1997. States may pass
legislation to opt out of interstate branching. Whileinterstate
banking will increase the pace of bank consolidation,
agricultural banks are typically too small to attract attention
from the mostly large banks that will actively participate in
interstatebanking. Further, independent bankshave competed
successfully in New York and other States with substantial
intrastate branching.

Federal bank supervisory agencies plan to revise Community
Reinvestment Act (CRA) regulations to simplify compliance
and to encourage lending to underserved areas. The
November 1994 draft regulations specify streamlined CRA
exams for banks with less than $250 million in assets (which
includes most agricultural banks). Larger banks must provide
new agriculture and small businesslending data. Since these
datawill be reported separately for abank'srural market areas,
the rural offices of larger banks will face scrutiny that may
encourage increased rural lending.

The 1995 session of Congress will address a variety of
banking issues, some of which received recent attention in
1994 or earlier. The Glass-Steagall Act, which limits bank
activity in the insurance and securities industries, may well
come under closer scrutiny. A compromise proposa to
consolidate some of the Federa agencies that regulate
financial institutions may reappear in 1995.

The banking industry is way ahead of thrifts in achieving
mandated levels of reserves in their respective deposit
insurance funds. Banks are expected to gain a competitive
advantagein 1995 through lower deposit insurance premiums
and will oppose attempts to resolve this dilemma by merging
the two insurance funds. Banks fought a 1994 Farm Credit
System proposal to gain expanded powersfor itsmembersand
will do so againin 1995.
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Small agricultural banks still hold the majority of farm loans, despite the declining number of agricultural banks.

Table 7—Agricultural lending of agricultural and nonagricultural banks, by bank size, June 30, 1994 1/

Agricultural banks

Nonagricultural banks

Total Avg. Ag Agloans/ Total Avg. Ag Ag loans/

Total ag ag lending total ag ag lending total
assets Banks loans loans share 2/ loans Banks loans loans share 2/ loans
Million dollars Number ---Million dollars---  ----- Percent----- Number  ---Million dollars--- ----Percent----
Under 25 1,351 5,540 4.1 9.0 49.3 781 377 5 .6 5.3
25-50 1,213 9,781 8.1 15.9 42.6 1,495 1,327 .9 2.2 4.3
50 - 100 830 11,098 13.4 18.0 37.2 1,861 2,784 1.5 4.5 3.7
100 - 300 278 6,935 24.9 11.3 32.1 1,849 5,303 2.9 8.6 3.0
300 - 500 12 650 54.1 1.1 25.3 369 1,739 4.7 2. 2.0
Over 500 5 552 110.3 .9 20.5 631 15,413 24.4 25.1 .9
Total 3,689 34,556 9.4 56.2 38.0 6,986 26,944 3.9 43.8 1.3

1/ Figures are weighted within size class. 2/ This represents the percentage of total commercial bank agricultural loans held by this size

group of banks.

Source: Calculated from the Report of Condition and Report of Income files, Board of Governors of the Federal Reserve System.

Table 8—Selected commercial bank solvency and liquidity ratios, by bank size, June 30, 1994 1/

Total Capital/ Equity/ Loan/ Loan/ Deposit/
assets Banks asset 2/ asset deposit asset liability
Million dollars ~ Number Percent
Under 25 2,132 11.8 10.8 60.7 52.9 97.6
25-50 2,708 10.9 9.9 62.3 54.6 97.4
50 - 100 2,691 10.6 9.6 63.4 55.3 96.2
100 - 300 2,127 10.1 9.0 66.8 57.4 94.6
300 - 500 381 10.1 8.7 73.1 61.0 91.5
Over 500 636 10.1 7.2 85.5 57.3 72.4
Total 10,675 10.2 7.7 80.6 57.2 77.1

1/ Weighted average within size class. 2/ Total capital includes equity capital, allowance for loan and lease losses, minority interest in
consolidated subsidiaries, subordinated notes and debentures, and total mandatory convertible debt.

Source: Calculated from the Report of Condition and Report of Income files, Board of Governors of the Federal Reserve System.

Table 9—Selected commercial bank profitability and efficiency measures, by bank size, June 30, 1994 1/

Asset Noninterest Interest Interest
Total Return on Return on utiliza- income to expense to expense to
assets assets 2/ equity 3/ tion 4/ total income total expense interest income
Million dollars Percent
Under 25 1.03 9.52 7.72 12.43 41.01 37.32
25-50 1.12 11.28 7.64 11.18 42.92 37.45
50 - 100 1.18 12.24 7.76 12.88 42.78 37.59
100 - 300 1.15 12.66 7.93 15.30 40.86 36.83
300 - 500 1.22 13.85 8.06 15.86 41.30 36.33
Over 500 1.14 15.33 8.43 24.96 43.59 44.21
Total 1.14 14.59 8.31 22.82 43.20 42.61

1/ All ratios are on an annualized basis and weighted within class size. 2/ Rate of return on assets is net income after taxes as a percentage
of total assets. 3/ Rate of return on equity is net income after taxes as a percentage of total equity. 4/ Asset utilization is gross income as a

percentage of total assets.

Source: Calculated from the Report of Condition and Report of Income files, Board of Governors of the Federal Reserve System.
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Agricultural Lender Situation--continued

Farm Credit System Profits Fall, but Capital Building Continues

The Farm Credit System's profits and market share fall and loan volume growth remains
sluggish, but the System's capital position continues to improve. New safeguards are adopted

by banks amid continued restructuring.

The Farm Credit System (FCS) entered 1995 in strong
financial condition. Loan volume and loan portfolio quality
have improved. Earnings are down from last year, but
earnings quality remains strong and capital levels continue to
rise. Nonperforming assets continueto decline despite 1993's
adverse weather and 1994'slow pricesfor livestock and some
other major commodities.

FCS income surpassed $1 billion for calendar 1993 and will
approach this level again for 1994 (table 11). However, net
income before extraordinary items was down 12 percent for
thefirst 9 months of 1994. After accounting for extraordinary
items, the change in net income was 21 percent. The 1994
results also reflect a $48-million charge associated with
restructurings and merger implementations. The 1993 results
were substantially affected by two, one-time accounting
changes: again of $135 million from a changein accounting
for income taxes and a charge of $32 million (net of taxes)
fromachangein accounting for post-retirement benefits other
than pensions.

Since 1990, net income has been dominated by solid operating
results led by strong performance in net interest income, and
net income in 1994 remained solid. However, net interest
income fell because interest rate increases on loans and a
continuing declinein nonearning assets did not keep pacewith
increases in the cost of funds. The total annualized interest
rate spread declined to 3.07 percent for the first 9 months of
1994 from 3.16 percent for the first 9 months of 1993.

After suffering substantial losses in loan volume in the mid-
1980's, the FCShasexperienced anominal recovery involume
(table 10). However, loan volume continues to increase
slower than the rate of inflation. Since FCS loan volume
reached its low of $50.7 billion in 1989, it has recovered to
$54.59 hillion (as of September 30, 1994), up 8 percent in 5
years. During the same period inflation hastotaled roughly 19
percent.

Capital adequacy has been a magjor regulatory concern. By
September 30, 1994, FCS at-risk capital, including loss
allowances and the FCSinsurancefund, stood at $10.3 billion
or 18.9 percent of loans outstanding (table 12). Combined
surplus capital and loss allowances now exceed the 1985 peak
of $6.9 billion when the level of loans outstanding was 28
percent higher.

Nonperforming loans (nonaccrual loans plus accrua loans

over 90 days past due) continue to declinein dollar terms and
asapercent of loans outstanding (table 12). Such loans stood
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at $1.23 hillion on September 30, 1994, 17 percent below a
year earlier. Nonperforming loans accounted for 2.25 percent
of total loans outstanding.

FCS Restructuring Continues

Severa events took place during the last 12 months that will
affect the future of the Farm Credit System. These include
additional district level mergers or merger announcements,
expanded powers for the Banks for Cooperatives, and
adoption of a Market Access Agreement to control access of
financially troubled banks to funds from systemwide
securities.

The latest round of mergers started with the St. Louis and St.
Paul Farm Credit Banks (FCBs) merging to form Agribank in
May 1992. Since then, the Jackson Federa Intermediate
Credit Bank (FICB) merged into the Columbia Farm Credit
Bank (FCB) in October 1993, the Louisville FCB mergedinto
Agribank FCB in January 1994, the Spokane and Omaha
FCB's merged to form AgAmerica FCB in March 1994, and
CoBank and the Springfield FCB merged to form CoBank
Agricultural Credit Bank (ACB) on January 1, 1995. In
addition, the Columbia and Baltimore FCBs have announced
plans to merge on April 1, 1995. If this pending merger is
consummated, the number of FCS banks will have been
reduced from 37 in 1987 to 8.

Despitethisrestructuring, the FCS has been unabletoimprove
overall operating efficiency (last line, table 12). Overall
operating costs per dollar loaned increased as the loan
portfolio shrank andits quality deteriorated in the mid-1980's.
Perhaps because loan volume continues to grow slower than
the rate of inflation while operating expenses increase with
inflation, improvements in loan quality and continued
restructuring have yet to reduce per unit operating costs.

All banks and the Federal Farm Credit Banks Funding
Corporation adopted a Market Access Agreement (MAA) to
determine each FCS bank'sworthinessfor unrestricted access
to financial instruments bearing joint liability. The MAA is
structured to take advantage of the Contractual Interbank
Performance Agreement, which was adopted by the same
partiesin 1991.

Two billsto expand FCS powerswereintroduced in Congress
during 1994. The Banksfor Cooperatives were successful in
their bid to expand financing of U.S. agricultural exports and
of foreign joint ventures of eligible U.S. agricultura
cooperatives. A second initiative seeking to expand FCS
authority to finance nonfarm businesses, rural homeowners,
infrastructure devel opment, and rural development authorities,
was not successful.
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Incomefell, but loan volumeincreased dightly while loan quality and at-risk capital continued to improve.

Table 10—Farm Credit System loan volume, by loan type, December 31, 1988-93 and September 30,

1994
Loan Type 1988 1989 1990 1991 1992 1993 1994
Billion dollars
Long-term real estate 32.18 30.24 29.42 28.77 28.66 28.46 28.54
Short and intermediate term 9.26 10.02 10.67 11.22 11.11 11.59 12.69
Loans to cooperatives 9.99 10.44 11.08 11.47 12.63 13.86 13.36
Total 51.43 50.70 51.17 51.46 52.27 53.91 54.59

Sources: Federal Farm Credit Banks Funding Corporation, Farm Credit System Annual Information Statement and Farm Credit System
Quarterly Information Statement, various dates.

Table 11—Farm Credit System income statement, December 31, 1988-93 and September 30, 1994

Item 1988 1989 1990 1991 1992 1993 1994

Billion dollars

Total interest income 5.82 6.27 6.13 5.51 4.72 4.35 3.40
Less interest expense -5.04 -5.26 -4.89 -3.95 -2.93 -2.39 -1.94
Net Interest Income 0.79 1.01 1.24 1.56 1.79 1.96 1.46
Less provision/plus reversal
for loan losses 0.68 0.29 0.04 -0.05 -0.02 -0.04 -0.03
Less loss/plus gain on other property  -0.01 0.07 0.07 0.03 0.01 -0.00 0.00
Plus other income 0.12 0.15 0.16 0.16 0.22 0.21 0.10
Less other expense -0.74 -0.75 -0.75 -0.79 -0.82 1/ -0.84 0.66 2/
Less debt repurchase -0.17 0.0 -0.04 0.0 -0.04 -0.02 -0.00
Less taxes -0.04 -0.07 -0.07 -0.09 -0.15 -0.15 -0.11
Net income 0.71 0.70 0.61 0.81 0.99 1.22 3/ 0.77

1/ Includes $.028 billion in one-time merger implementation costs associated with the Agribank merger. 2/ Includes $.048 billion in one-time
merger implementation and restructuring costs. 3/ Does not include one-time net income of $104 million from changes in accounting for
income taxes and nonpension post retirement benefits.

Sources: Federal Farm Credit Banks Funding Corporation, Farm Credit System Annual Information Statement and Farm Credit System
Quarterly Information Statement, various dates.

Table 12—Farm Credit System financial indicators, December 31, 1988-93 and September 30, 1994

Item 1988 1989 1990 1991 1992 1993 1994
Percent
At-risk capital/total loans 1/ 7.64 10.52 11.95 14.09 15.91 17.87 18.87
Percent of loans in nonaccrual status
or over 90 days past due 7.31 5.54 5.39 4.70 3.84 2.76 2.25
Other expense/total loans 1.43 1.47 1.46 1.53 1.51 2/ 1.56 1.50 3/

1/ At-risk capital includes allowances for losses on acquired property and loans, surplus and unprotected borrower stock and participation
certificates, and the FCS Insurance Fund. 2/ Excludes $.028 billion in one-time merger implementation costs. The rate would be 1.56
percent including these costs. 3/ Annualized rate excluding $.048 billion in one-time merger implementation and restructuring costs. The rate
would be 1.55 percent with merger costs.

Sources: Federal Farm Credit Banks Funding Corporation, Farm Credit System Annual Information Statement and Farm Credit System
Quarterly Information Statement, various dates.
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Agricultural Lender Situation--continued

Farm Credit System Performance Varies Among Districts
Loan portfolio quality and at-risk capital positions improve. Net income rises in the Western

and Columbia districts, but falls for all others.

As of September 30, 1994, the FCS ingtitutions that lend
directly to farmers included eight district FCB's and their
related, local lending associations. Merger activity led to the
loss of two district FCB's and the Federal Intermediate Credit
Bank of Jackson since September 30, 1993. The system-level
statisticshidedifferencesin performanceamong FCSdistricts.
This section compares the performance of the district banks
and their related associations for the 9 months ending
September 30, 1994, and September 30, 1993. (Comparisons
are complicated by merger activity asindicated infootnotesto
table 13. The most important impact is on the Columbia and
Agribank districts, although the Texas district is affected as
well.)

Total loan volume ranged from $13.4 billion in the Agribank
district to $1.7 billion in the Springfield district (table 13).
While aggregate loan volume increased 2 percent, most
districts experienced minimal changes. Declines in loan
volume occurred in the Springfield (down 0.35 percent) and
Baltimore (down 3.91 percent) districts. However, reductions
in nonaccrual loans accounted for 90 percent of the reduction
in loan volume in the Springfield district.

Aggregate nonaccrual |oans decreased 27 percent for the year
ending September 30, 1994, despite adverse weather in the
Midwest and Southeast. Such loans accounted for 2.76
percent of overall loan volume. No district has a ratio of
nonaccrual loansto total |oans exceeding 4 percent, and three
districts have lowered this ratio below 2 percent. No district
experienced a percentage increase in its nonaccrual loan
volume. Except for Springfield and Baltimore, each district
reduced nonaccrual loan volume by more than 20 percent.

Improvementsin at-risk capital continueat animpressiverate.
At-risk capital measures all resources that can be liquidated
without impairing bondholders. Such resources include
unprotected borrower stock and surplus aswell asallowances
for losses on loans. The all-district level of at-risk capita
increased 7 percent and the all-district ratio of at-risk capital
to total assetsincreased by nearly 4 percent.

The ratio of at-risk capital to total assets is a measure of the
cushion between stockholders and bankruptcy. This ratio
exceeded 16 percent for each district and averaged 18.5
percent for al districts. All districts increased their ratios of
at-risk capital to assets over the year.

All-district net income before taxes and extraordinary items
fell 15 percent from a year earlier for the 9 months ending
September 30, 1994. The decrease was distributed unevenly
among districts. Before accounting changes, extraordinary
items, and taxes, net income changes ranged from a decrease
of nearly 36 percent in the Texas district to an increase of
almost 21 percent in the Western district.
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Net income fell in al districts except Western and Columbia
(figure 10). The increase in the latter district, however,
probably reflects the re-affiliation to Columbia of five
associations formerly serviced through the Louisville district.

Districts Experiment in Efforts To Increase Loan
Volume, Reduce Costs

As noted above, overall FCS loan volume has continued to
grow slower than the rate of inflation and per unit operating
costs havefailed to declinedespite FCSrestructuring. During
1994, however, both the FCA and FCS institutions
implemented initiatives that may help enhance efficiency,
reduce per unit operating costs, and increase loan volume.
Efforts that are at least partly motivated by the desire to
improve FCS efficiency include the FCA's campaign to
identify and reduce regulatory burden, joint ventures among
FCS entities, and several proposals to increase the range of
services provided.

CoBank and AgAmerica, FCB, have established a joint
venture, AgCO Service Corp., to provide data processing and
management information services to those banks and
AgAmericas affiliated associations. A similar, jointly owned
service corporation, Farm Credit Financia Partners (FCFP),
is being established to provide support services to the direct-
lending associations of the former Springfield district, which
merged with CoBank on January 1, 1995. Separating FCFP
from the Springfield FCB alowsthe &ffiliated associationsto
separate the costs of support services from lending services.
Associations will now be able to buy services such as
accounting, information technology, human resources,
marketing, legal services, and training on an as-needed basis
and better control support expenses.

Agribank and the Western FCB have also devel oped their own
strategies. Agribank has announced an agreement with IDS
Financial Servicesto offer financial planning servicesat three
Farm Credit associations. DS offers an array of financial
products and services and has aggressively pursued outletsin
the offices of other financia institutions. This agreement is
designed to offer convenience to customers.

Western, FCB, and the Federal Agricultura Mortgage
Corporation (Farmer Mac) announced a 5-year strategic
aliancedesignedto enhancetheir secondary market programs.
Although operated as an independent business unit, the
aliancewill be staffed by Western and aimsto form anetwork
of originators and sellers of agricultural mortgages. These
mortgageswill be pooled and guaranteed by Farmer Mac. The
benefits for Western include the opportunity to attain
economies of size and to diversify geographically.
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Loan volume falls in the Springfield and Baltimore Districts, grows sowly elsewhere as nonaccrual loans fall
dramatically. NetincomejumpsintheWestern District, but fallselsewhere. At-risk capital position continuestoimprove

nationwide.

Table 13—Farm Credit System district-level financial statistics

Nonaccrual Netincome Income from Total At-risk
Total Nonaccrual loans before accounting at-risk Capital/
loans loans share taxes and changes 1/ capital 2/ assets
extraordinary
items
$1,000 $1,000 Percent $1,000 $1,000 $1,000 Percent
Nine months ending September 30, 1994
Springfield 1,742,181 50,818 2.92 20,442 0 365,202 17.02
Baltimore 3,298,003 96,875 2.94 20,887 0 604,805 16.86
Columbia 3/ 5,280,201 87,482 1.66 84,697 0 1,229,966 19.16
Agribank 3/ 13,470,784 406,336 3.02 205,592 0 2,751,334 17.63
AgAmerica 4/ 6,755,205 250,722 3.71 107,324 39 1,314,887 18.11
Wichita 3,561,862 69,297 1.95 64,472 3,433 855,160 21.03
Texas 3/ 3,778,490 61,173 1.62 48,365 0 926,897 20.91
Western 4,830,720 154,563 3.20 90,337 0 999,816 18.60
All Districts 42,717,446 1,177,266 2.76 637,089 3,472 9,051,904 18.50
Nine months ending September 30, 1993
Springfield 1,748,229 56,340 3.22 21,129 17,565 350,936 16.65
Baltimore 3,432,069 115,618 3.37 30,228 7,180 589,846 15.81
Columbia 3/ 4,736,684 112,682 2.38 79,551 2,190 1,085,102 19.05
Agribank 3/ 13,417,240 549,965 4.10 237,848 18,543 2,636,670 17.45
Agamerica 4/ 6,551,103 346,181 5.28 155,066 19,632 1,195,327 16.54
Wichita 3,527,947 97,488 2.76 64,618 4,591 790,271 20.37
Texas 3/ 3,730,045 105,697 2.83 75,493 4,066 884,231 20.44
Western 4,786,767 232,685 4.86 74,756 10,827 905,037 17.03
All Districts 41,930,084 1,616,656 3.86 750,835 84,594 8,454,035 17.83
Percent change, September 30, 1993 to September 30, 1994
Springfield -0.35 -9.80 -9.49 -3.25 N/A 4.07 2.25
Baltimore -3.91 -16.21 -12.81 -30.90 N/A 2.54 6.60
Columbia 3/ 11.47 -22.36 -30.36 6.47 N/A 13.35 0.58
Agribank 3/ 0.40 -26.12 -26.41 -13.56 N/A 4.35 1.06
AgAmerica 4/ 3.12 -27.57 -29.76 -30.79 N/A 10.00 9.50
Wichita 0.96 -28.92 -29.59 -0.23 N/A 8.21 3.24
Texas 3/ 1.30 -42.12 -42.87 -35.93 N/A 4.83 2.30
Western 0.92 -33.57 -34.18 20.84 N/A 10.47 9.20
All Districts 1.88 -27.18 -28.52 -15.15 N/A 7.07 3.76

N/A = Not Applicable. 1/ Income from accounting changes is not included in net income before taxes and extraordinary items. 2/ At-risk
capital includes allowances for losses on acquired property and loans, surplus and unprotected borrower stock. 3/ Mergers and related
activity since January 1, 1993 make comparisons for the Columbia, Agribank, and Texas districts problematic. For the Texas and Columbia
districts, reaffiliation of local lending associations pursuant to merger activity inflates 1994 performance relative to strictly comparable 1993
performance. For the Agribank district, reaffiliation decreases 1994 performance relative to strictly comparable 1993 performance. 4/ The
former Spokane and Omaha FCBs merged on April 1, 1994 to form AgAmerica. For ease of comparison, the performance of the districts is

combined for periods before the merger.

Source: Federal Farm Credit Banks Funding Corporation, Summary Report of Condition and Performance of the Farm Credit System,

various dates.
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Agricultural Lender Situation--continued

Farm Credit Institutions Attain High Capital Levels

Loan loss recoveries, conversions of protected borrower stock to at-risk stock, and high net
interest margins all contribute to a strong capital position.

Capital levels of the Farm Credit Banks (FCB's) and related
associations have shown a marked improvement in recent
years. These ingtitutions enter 1995 with regulatory capital
levels not encountered since the early 1980's (table 14).
Regulatory capital includes surplus plus unprotected stock.
Total reservesavailableto FCB'sand local associations, which
include regulatory capital plusloss alowances, and the Farm
Credit System I nsurance Corporation (FCSI C) fundsexceeded
20 percent of assets as of third-quarter 1994. Thisisasharp
contrast to 1988 when five FCB's and combined associations
reported regul atory capital at lessthan 5 percent of total assets.

Theincrease in capital levels can be traced to several factors:
(1) conversion of protected stock to unprotected stock, (2)
loan loss recoveries, and (3) increasesin net interest margins.
Prior to 1988, institutions could use borrower stock to cover
bond obligations, thus potentially reducing the stock's value
below par. The Agricultural Credit Act of 1987 protected the
value of all outstanding borrower stock at par. Thisprevented
borrower stock from being used to meet regulatory capital
reguirements and contributed to the drop in regulatory capital
noted in all districts for 1988. In 1989, institutions began
converting protected stock to unprotected stock, contributing
toanincreasein capital levels. Ascollateral valuesrecovered
and farmfinancial conditionsimproved inthelater part of the
1980's, institutions were able to reduce loan loss alowances,
thereby increasing net income and, consequently, regulatory
capital. Recently, capital growth has been attributable to
increased net interest margins. Between 1987 and 1993, FCB's
and associations experienced increasesin net interest margins
primarily dueto alower cost of borrowed funds. The average
interest rate paid on Systemwide Debt Securitiesfell from9.34
percentin 198810 4.35in 1993. Consequently, district FCB's
and associationswere abletoincreasetheir net interestincome
asapercent of average earning assetsfrom0.7 percentin 1987
to 3.8 percent in 1993 (fig. 12). Margins reported in all
districts for 1991-94 were consistently above those reported
for 1982-90. Net interest margins declined in 1994 reflecting
increased interest rates in the general economy.

How Much Capital Is Adequate?

Federal regulationsrequirethat FCB'sand rel ated associations
maintain regulatory capital equal to 7 percent of risk-weighted
assets. With recent earnings growth, most institutions have
capital far in excess of the regulatory minimum. As of the
1993, FCB's and rel ated associations reported about $4 billion
of capital in excess of the regulatory minimum. As a percent
of loan volume, excess capital ranged from 5.1 percent in the
Spokanedistrict to 14.9 percent inthe Texasdistrict (table 15).
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Some districts had capital in excess of twice the regulatory
minimum. Regulatory capital in excess of 14 percent of risk-
weighted assets was greater than 5 percent of loans in Texas
and Columbia.

Incomparisonwith other typesof financia institutions, capital
for FCB's and associations may appear high. However, the
System's position as a single sector lender with a high
concentration in farm real estate may justify higher capital
levels. Experiences from the 1980's demonstrated that the
movement of capital among Farm Credit institutions within a
district is limited despite risk-sharing agreements. Hence,
management may beinclined to hold excess capital, especialy
if portfolios are concentrated among afew commodities. On
the other hand, recent consolidation reduces the portfolio risk
faced by individual Farm Credit institutions. In addition, the
existence of the FCSIC helps prevent problems at one
institution from weakening others.

High Capital Levels Carries Benefits and Costs

As afunding source, surplus and unprotected stock reduces
financial risk and makes the ingtitution less vulnerable to
economic downturns. Consequently, management may be
more inclined to pursue aggressive or risky marketing
strategies designed to increase market share. A strong
financia statement can also provide bank management with
greater options. For example, mergerswith other Farm Credit
institutions may become morefeasible. Futureborrowersmay
benefit because the ingtitution's financial soundness helps
ensure continuity. Taxpayers benefit because the potential of
future financial assistance or liquidation costs faced by the
Federal Government is reduced.

On the other hand, high capital levels may cause current and
past borrower/ stockhol dersto suffer economiclossesbecause
of the opportunity cost on these funds. These
borrower/stockholders may prefer that management increase
dividends and/or patronage refunds because their interest
payments have contributed to the capital accumulation.

Options available to FCB management upon reaching target
capital levels include lowering margins or increasing
dividends.  Either actions would reduce margins and
encourage business expansion. Reduced margins, however,
could lead to accusations of predatory pricing, that is, pricing
loans at less than their cost of funds. Historically, FCB's and
associations have made limited dividend payments or
patronage refunds. This trend has recently changed with
dividends being paid in 1993 in al except the Spokane and
Omaha districts.  The ability to repatriate capital to
borrower/stockholders should improve FCS's competitive
position because it effectively lowers the cost of funds to
borrowers.
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Table 14—Regulatory capital statistics, Farm Credit Banks and combined local associations, 1982-1994
1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

Percent of total assets

FCS District:
Springfield 144 149 16.7 146 128 135 89 116 11.3 118 126 143 14.7
Baltimore 13.3 141 144 139 128 143 10.2 13.0 124 123 131 14.7 15.1
Columbia 140 144 151 13.2 95 124 100 110 120 139 145 16.0 16.3
Louisville 12.8 13.8 139 10.7 9.6 9.7 3.9 9.2 111 125 133 16.4
Jackson 1/ 13.4 140 135 8.9 5.9 --- --- --- --- ---
Agribank 2/ 129 13.8 14.2 9.5 5.9 6.2 4.1 6.3 8.1 10.2 13.0 144 1438
Omaha 3/ 12.3 12.7 121 7.0 5.2 3.1 2.1 3.8 4.9 6.5 95 133 1338
Wichita 13.1 14.1 147 8.0 7.7 9.4 7.5 98 13.0 139 147 170 17.3
Texas 159 164 153 13.2 9.3 5.7 79 104 119 141 159 18.2 18.7
Western 121 124 123 10.1 6.9 6.7 3.6 55 86 10.8 122 144 157
Spokane 129 12.7 125 10.8 4.7 3.3 1.7 1.3 0.4 4.4 6.5 9.6 ---

All districts 4/ 13.1 13.7 13.8 10.3 7.5 7.7 5.6 7.8 93 11.1 128 150 155
+ allowances 148 154 153 14.7 13.1 131 9.2 10.7 121 140 156 179 185

+ allowances & FCSIC 5/ 148 154 153 147 131 131 92 115 130 152 170 196 203

1/ The Jackson Federal Land Bank was liquidated in 1987. Statistics for the former Jackson FICB are reported under Columbia for 1987-94.
The Texas district incorporates the portfolio of the former Jackson Federal Land Bank. 2/ Agribank was formed in 1992 through the merger of
the St. Louis and St. Paul Farm Credit Banks. Louisville was subsequently merged into Agribank in 1994. Statistics reported include an
aggregation of the St. Louis and St. Paul districts for 1982-93. Statistics for Louisville for 1994 are included under Agribank.

3/ Includes statistics for Spokane for 1994. 4/ Does not include the Banks for Cooperatives. 5/ FCS Insurance Fund is shared among all FCS
entities including the Banks for Cooperatives.

Source: Annual reports of Farm Credit Banks and Associations (combined) for 1984-93. Estimates for 1994 are from "Summary Report of
Condition and Performance of the Farm Credit System Quarter Ended September 30, 1994" Federal Farm Credit Banks Funding Corporation.

Table 15—Regulatory capital held in excess of regulatory minimum for Farm Credit Banks and
combined associations, 1993 1/

Regulatory capital Regulatory capital Outstanding Total
in excess of: + allowances Loan Stock-
in excess of: Volume holders

7% of risk 14% of risk 14% of risk

weighted weighted weighted

assets assets assets
Thousand Dollars Number

FCS District:

Springfield 149,681 24,629 72,635 1,742,432 34,454
Baltimore 273,600 33,713 78,018 3,307,615 50,717
Columbia 606,406 256,384 436,865 4,455,900 83,041
Agribank 1,115,810 189,661 424,705 12,886,590 176,667
Omaha 275,176 42,568 195,972 3,790,750 41,856
Wichita 413,446 162,605 311,796 3,455,473 82,432
Texas 536,324 261,433 333,577 3,597,642 42,634
Western 351,626 27,181 159,450 4,628,321 23,052
Spokane 127,049 0 72,121 2,492,357 19,095
All districts 3,849,117 998,174 2,085,139 40,357,080 553,948

1/ Assets are adjusted for risk when determining required capital. See 12CFR 615.5210 for weights.
Source: 1993 Call Reports from the Farm Credit Administration
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Agricultural Lender Situation--continued

Consolidated Farm Service Agency Delinquencies Continue

To Decline

Direct loan program losses over the past 10 years now top $17 billion.

After peaking at 16 percent in 1987, CFSA's share of total
outstanding agricultural debt declined to 7 percent in 1994--
thesameshareit had in 1978. Thedeclinein outstanding debt
islargely dueto large loan writeoffs. Outstanding volume on
direct loans fell to $12.6 billion at the end of fiscal 1994.
Borrower case numbers declined 7 percent and now are less
than half their level of 8 years ago.

The decline in outstanding volume occurred despite a $200-
millionincreaseinfiscal 1994 10an obligationsto $882 million
(table 16). The increase reverses a decade long trend of
declines in direct program lending. Contributing to the rise
was adoubling in Emergency Disaster (EM) program lending
to $146 million. Greater demand resulting from the 1993
Midwestern floods explains much of the risein EM lending.

Unlike afew years ago, al CFSA credit programs now have
specific targeting and accounting requirements. Programsare
now targeted specifically to beginning farmersand thesocially
disadvantaged (SDA). The mgjority of the unobligated 1994
funds, about $632 million, was|ocated in the farm ownership
(FO) beginning farmer downpayment loan program. Within
both the SDA and beginning farmer classifications,
digtinctions are now made between obligations based on
gender and ethnic origin.

Loan Delinquencies Down

At fisca 1994 yearend, past due principal and interest
paymentson direct loanstotaled $3.6 billion, down 13 percent
fromayear earlier (table 17). Althoughthedeclinewaslarge,
the delinquency rate remains very high at 28 percent. Debt
restructuring and loan collections account for much of the
declineindelinquent volume. The Economic Emergency (EE)
and EM programs account for about two-thirds of outstanding
delinquencies. Many of these loans have been delinquent for
over 5 years and the EE program has not been funded for a
decade.

Under extensive loan servicing rules first established by the
Agricultural Credit Act of 1987, CFSA continues to
aggressively restructure delinquent debt. CFSA processed
writedownsof $91 million, writeoffsof $102 million, and debt
settlements of $956 million during the year. Writedowns are
subject to recapture agreements with the borrower, writeoffs
are not. Debt settlement agreements are made with farmers
who cease borrowing from FmHA.

In March 1993, CFSA suspended some foreclosure cases
pending areview of its extensive borrower appeal rules. This
step was taken to ensure that proper servicing actions were
being followed. The suspension was lifted in February 1994
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following mediareportsthat nearly athousand borrowers had
delinquent loans in excess of $1 million. A loan resolution
taskforce was formed in February to handle collecting large
loan accounts. In August, the taskforce was given a 2-year
assignment of collecting loans of all sizes, not just those over
$1 million.

Loan Writeoffs Remain High

Net loan writeoffs (principal and delinquent accrued interest
payments) on direct loans decreased to $1.3 hillion in fiscal
1994, down from $1.7 billion the previous year. Losses have
been declining for 5 years after peaking at $3.2 billion. Over
half of the losses continue to come from the EE and EM
programs. With $4.6 billion in debt remaining in these
emergency programs, direct loan writeoffs should remain high
in the near future.

Cumulative net loan writeoffsfor the last 10 fiscal years have
now topped $17 billion. The mounting losses result from
many factors. First, by the nature of its mission as alender of
last resort, a high proportion of CFSA loans will default and
will be under-collateralized. Second, during the 1970's and
1980's, farmers used the EE and EM credit programs to
replacelost incomes. Credit isgeneraly not considered to be
a good substitute for lost income. Also, loan digibility was
loose and the programs were huge in size. In fiscal 1981
alone, EM and EE program obligations hit $6 billion.
Emergency loans account for about 60 percent of the
cumulative losses.

A third factor contributing to loan losses is the refinancing of
thousands of nonperforming commercial loans, especialy
during the peak of thefarm sector'sfinancial stress. Evenwith
CFSA'sterms, many borrowerscould not survive. Someloans
merely served to transfer the burden of the losses to the
government. Then 1987 legislation gave borrowers powerful
rights to have CFSA debt forgiven. Although the legidlation
alowed for a more orderly and consistent handling of
delinguent accounts, it likely boosted losstotals. Other 1980's
legidation added to the problem by requiring CFSA to lend
additional money to borrowers who could not repay existing
debts. Finally, CFSA has been criticized for not being as
sufficiently diligent in servicing accounts and collecting from
delinguent accounts.

Losses tend to mount rapidly when defaulted loans are not
quickly resolved. Collection delays add to losstotal s because
collateral shrinks over time and, unlike other lenders, CFSA
must continueto chargeinterest on defaulted loans. CFSA has
been slow to collect on delinquent accounts becausethe courts
blocked CFSA foreclosuresfor yearsand the 1987 legislation
gave borrowers appeal periodsthat can last for years.
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Table 16—Consolidated Farm Service Agency farmer program obligations, September 30, 1986 to

September 30, 1994

Obligations 1/

Outstanding

Year 2/ Total Direct Guaranteed principal
(Insured) of farmer
Share programs 3/

of total
Million dollars Pct. Mil. dol.
1986 4,367.5 2,807.9 1,569.1 35.9 29,240.4
1987 3,080.5 1,515.0 1,587.4 51.5 28,147.6
1988 2,320.7 1,065.8 1,271.4 54.8 28,242.6
1989 2,229.6 1,030.1 1,199.5 53.8 26,525.6
1990 2,193.2 921.3 1,271.9 58.0 23,684.0
1991 2,124.1 633.7 1,490.4 69.2 21,992.1
1992 2,306.4 714.5 4/ 1,591.9 69.0 20,460.6
1993 2,135.2 672.7 4/ 1,432.5 5/ 67.1 18,815.5
1994 2,725.6 881.9 4/ 1,843.7 5/ 67.6 18,040.1

1/ Obligations are the dollar amounts of funds loaned or guaranteed, including the dollar amount of interest rate assistance provided on
guaranteed loans. 2/ Fiscal years. 3/ Total outstanding principal balance of guaranteed CFSA loans and direct or insured CFSA loans at
yearend. 4/ Does not include credit sales of acquired property. 5/ Does not include guaranteed agricultural resource conservation demo

loans.

Sources: Farmers Home Administration, 616 Report, 4067C Report, and 205 Report, various issues.

Table 17—Consolidated Farm Service Agency direct farmer loan program delinquencies, September 30,

1986 to September 30, 1994

Number of active cases 2/

Principal outstanding

Year 1/ Delinquent 3/ Delinquent 4/
Total Total Proportion Total Amount Share of
total
Number Percent = ----eeee- Million dollars---------- Percent
1986 421,651 134,565 31.9 27,575.9 6,276.5 22.8
1987 388,833 127,577 32.8 25,763.7 6,592.0 25.6
1988 376,388 137,958 36.7 25,065.0 8,321.7 33.2
1989 346,442 114,737 33.1 23,281.9 8,005.6 34.4
1990 299,069 80,341 26.9 19,544.2 6,138.8 31.4
1991 280,528 79,204 28.2 17,465.5 5,507.5 315
1992 251,892 73,657 29.2 15,536.7 4,804.8 30.9
1993 224,739 56,099 25.0 13,775.5 4,116.2 29.9
1994 208,130 47,723 22.9 12,622.6 3,569.9 28.3
1994 by major program area
Farm ownership 75,071 10,989 14.6 4,819.1 310.9 6.5
Operating loans 60,200 17,716 29.4 2,955.4 665.4 22.5
Emergency-disaster 45,607 12,166 26.7 3,435.1 1,914.8 55.7
Economic emergency 16,496 5,291 321 1,244.5 492.5 39.5
Soil and water 7,204 1,282 17.8 131.2 22.7 17.3

1/ September 30 of year shown to account for the annual cyclical trend in delinquencies. 2/ Duplicated cases because some borrowers have
loans under several different programs. Prior to 1988 active cases excluded those borrowers who are in foreclosure, bankruptcy, or
liquidation status. Active cases do not include loans made to associations. 3/ Prior to 1988 a case was considered delinquent when a
payment was more than $10 and 15 days past due. Beginning in 1988, a case is delinquent if a payment is more than 30 days past due. 4/

Past due principal and interest payments.

Source: Farmers Home Administration, 616 report, various issues.
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Agricultural Lender Situation--continued

Consolidated Farm Service Agency Guaranteed Lending Surges

Lending authority declines for fiscal 1995.

Guaranteed farmloan obligationssurged $400 millioninfiscal
1994 to arecord $1.8 billion. The large increases reflected
greater demand for guaranteed loans and expanded lending
authority. All program areas experienced greater demand and
for some programs, funding was exhausted during the year.
Guarantee obligations are the amount of loan principa that
CFSA has agreed to insure for repayment to the lender.

When credit assistance needs grow, CFSA now must serve
many farmers through its guarantee programs. Some of the
growth in demand appears to have stemmed from the 1993
Midwest floods. Also, CFSA has recently streamlined its
guaranteed programs and this might be raising lender
participation. Under a loan guarantee, CFSA agrees to
guarantee repayment of up to 90 percent of an approved loan
made by a qualifying lender if the borrower defaults.

Outstanding CFSA guaranteed volume roseto $5.4 billion on
September 30, 1994 (table 19). Delinquent loan payments
represented only 1.5 percent of total volume at fiscal yearend.
CFSA losses on guaranteed farm loans fell modestly to $46
million in fiscal 1994. When compared to the direct loan
program, loss rates on guaranteed loans are small at about 1
percent of outstanding guaranteed principal. However,
because many of these guaranteed loansarerelatively new, the
loss rate might climb in future years.

1995 Funding Declines

Funding for most direct and guaranteed programswill betight
infiscal 1995. Lending authority for all farm credit programs
decreased by 10 percent from last year. Perhaps most affected
is the direct farm operating program, where total lending
authority was cut to $500 million, or $150 million less than
1994 obligations (table 18). Actua obligations will be less
than $500 million because of a loan loss accounting
requirement. Funding for some programs was cut entirely in
fiscal 1995. There is no funding for either the direct or
guaranteed soil and water programs or for credit sales of
CFSA-acquired property in fiscal 1995.

Through the first 3 months of fiscal 1995, obligations were
running about 15 percent ahead of last year's pace. Some of
theriseisfrom applications left over from fiscal 1994, when
funding ran out. Again, the 1993 Midwest floods offer some
explanation for this pent-up demand. Therefore, for certain
programs, not al applicants will have access to CFSA
programs, especially in certain regionswhere demand is high.
For some direct lending programs, shortages could appear by
spring. Some applicants not served by direct programsmay be
able to get credit through guaranteed loan programs. CFSA
can move unobligated funds from targeted programsto satisfy
demand in nontargeted programs near the end of the year.

26

Outlook Beyond 1995

Much of the outlook for CFSA farm credit programs beyond
1995 might be shaped by the upcoming farm bill and U.S.
budget debates. Under a scenario of declining budget
alocations, those programs deemed to be of highest priority
will garner the greatest share of smaller tota funding.
Because direct lending programs have had higher delivery
costs, both in terms of administration and subsidy costs,
guaranteed program funding will likely fair better than direct
program funding.

Thetargeting of loansto socially disadvantaged and beginning
farmers and ranchers will likely get greater emphasis under
any budget scenario that reduces total program funding.
Currently, beginning farmers can obtain special assistance
loans for farm operating expenses and the purchase of
livestock and equipment. And to assist in the transfer of land
to a new generation of farmers, a beginning farmer
downpayment program is available. Improvements or
additions to these programs will likely be a subject of debate
in the upcoming 1995 farm hill. The debate might result in a
complete rethinking of all farm credit programs.

The End of FmHA

Nearly 50 years after it was created in the aftermath of the
Great Depression, the Farmers Home Administration ceased
to operate with the signing of the Federal Crop Insurance
Reformand Department of Agriculture Reorganization Act of
1994 (PL. 103-354) on October 13, 1994. Under the
reorganization of USDA agencies, FmHA's farm credit
programs were transferred to the new Consolidated Farm
Services Agency. The end of FmHA had little affect on its
farmer programs but has affected the administration of them.
FmHA once had responsibility for administering a range of
loan and grant programs for rura businesses, rural
communities, rural housing, and agriculture.

Before the USDA reorganization, FmHA had some 1,700
county offices, 250 district offices, and 47 State offices. This
delivery structure will change as the USDA reorganization
calls for closing and consolidating some 1,300 offices into
field service centers. Much of the impact will be regiond,
concentrated in southern States were co-location of agencies
wasnot widely practiced. Many closureand staffing decisions
regarding the delivery of the farm credit programs will be
made over the coming year. For example, FmHA's county
committees have been disbanded, and no decision has been
made on a permanent replacement for them.
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Table 18—Consolidated Farm Service Agency major farmer program appropriations and obligations,

fiscal 1994, and appropriations, fiscal 1995

Fiscal 1994 Fiscal 1994 Fiscal 1995
Program appropriations 1/ obligations 2/ appropriations 1/
Thousand dollars
Farm ownership (FO)
Direct 78,081 81,980 78,081
Guaranteed 556,543 542,882 540,674
Operating loans (OL)
Direct 700,000 650,965 500,000
Guaranteed 2,050,000 1,300,067 1,965,000
Emergency disaster (EM) 100,000 145,738 100,000
Credit sales of
acquired property 69,838 67,432 0

1/ Budgetary appropriations setting limits on the volume of new loans that can be issued during the fiscal year. Some funding is transferable
between programs. 2/ Actual amount of lending authority committed to new loans or loan guarantees.

Source: Farmers Home Administration.

Table 19—Consolidated Farm Service Agency guaranteed farmer loan program delinquencies,

September 30, 1986 to September 30, 1994

Number of active cases

Principal outstanding

Year 1/ Delinquent Delinquent 2/
Total 3/ Total Proportion Total Amount Share of
total
-------- Number-------- Percent --------Million dollars-------- Percent
1986 NA NA NA 1,664.5 31.4 1.9
1987 18,887 1,052 5.6 2,384.0 42.6 1.8
1988 27,519 1,298 4.4 3,177.6 54.1 1.7
1989 30,016 1,580 5.3 3,243.7 60.6 1.9
1990 36,955 1,681 4.6 4,139.8 58.5 1.4
1991 40,169 1,904 4.7 4,526.6 59.3 1.3
1992 42,189 2,376 5.6 4,923.9 102.8 2.1
1993 42,475 2,077 4.9 5,044.8 98.5 2.0
1994 44,129 1,659 3.8 5,417.5 82.3 1.5

1994 by major program area

Farm ownership 16,237 486 3.0 2,331.3 25.1 1.1
Operating loans 27,647 1,130 4.1 3,060.9 53.6 1.8
Economic emergency 4/ 237 41 17.3 24.8 3.5 13.9

1/ September 30 of year shown. 2/ Amount delinquent includes past payments of principal and accrued interest. 3/ Duplicated cases
because some borrowers have loans under several different programs. 4/ The economic emergency program is no longer being funded. NA

= Not Available.

Source: Farmers Home Administration, 4067 Report, various issues.
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Agricultural Lender Situation--continued

Life Insurance Company Farm Loan Portfolios Improve
Loan delinquencies and foreclosures are at their lowest since the early 1990's. Loan volume

forecast to grow slightly in 1995.

Historically, agricultural real estate mortgages have been an
important investment for life insurance companies and a key
source of farm real estate loan funds. Approximately 16,000
agricultural mortgage loans were held by 19 life insurance
companies on June 30, 1994. During 1994, the quality of
agricultural mortgage portfolios of life insurance companies
generally improved.

Delinquencies Have Declined Significantly in
Recent Years

Delinquency rates based on the number of loans held by life
insurance companies were lower for agricultural mortgages
than for nonagricultural loans throughout the 1970's. The
agricultural delinquency rate surpassed thenonagricultural rate
in June 1981 and did so continuously until December 1991.
The June 1987 agricultural mortgage delinquency value of
9.12 percent was the highest recorded since the American
Council of Life Insurance initiated its survey in 1954.
Agricultural loan delinquency declined to a low of 1.99
percent in December 1993, but stood at 2.51 percent in June
1994 (table 20). The agricultural delinquency rate now is
below that for nonagricultural loans and is the lowest since
1982.

Delinquency rates on the volume of loans outstanding have
been lower for agricultural mortgages than nonagricultural
loans since 1991 because of problems with the industry's
urban commercia real estate portfolio. The percent of
agricultural mortgage debt that is delinquent exceeded the
nonagricultural rate from June 1978 until December 1991.
The agricultural delinquent share rose to a record 19.85
percent in June 1986 but declined to 3.77 percent by June
1994 when 5.0 percent of the nonagricultural portfolio was
delinquent (table 20). It now isthelowest since 1980. Some
$327.6 million of life insurance company agricultural
mortgage debt was delinquent on June 30, 1994.

Foreclosures Down from Earlier Highs

Agricultural mortgage foreclosure rates by number of loans
have exceeded nonagricultura rates since June 1979, and
stood at 0.97 percent in June 1994, the lowest foreclosure
level since 1983 and down from the record 3.91 percent 7
yearsearlier (table21). A total of 158 lifeinsurance company
agricultural mortgage loanswerein the process of foreclosure
on June 30, 1994, down from 1,915 on June 30, 1986.

Agricultural mortgage foreclosure rates by dollar amount of

loans outstanding exceeded nonagricultura rates from June
1987 until December 1991. Agricultural foreclosure rates
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reached record highs in the 1980's (table 21). On June 30,
1986, arecord 8.23 percent of the amount outstanding wasin
the process of foreclosure, but by June 30, 1994, it had
declined to 1.04 percent, the lowest since 1980. A total of
$90.1 million in life insurance company farm mortgage loans
wasintheprocessof foreclosure on June 30, 1994, down from
$408.7 million 5 years earlier.

The number and dollar amount of agriculturad and
nonagricultural loans actually foreclosed during 1980-94 are
shown in table 22. Agricultural mortgage foreclosures rose
each year of the 1980's until 1986 when they peaked at $827.5
million. During 1982-85, the dollar amount of agricultural
mortgage foreclosures even exceeded that for nonagricultural
mortgages.  Foreclosures on life insurance company
agricultural loans during 1980-90 totaled $3.58 hillion, with
57.2 percent occurring during 1985-87.

Outlook Is Generally Favorable

There will be opportunities in 1995 for life insurance
companies to make profitable farm mortgage loans, but the
competition for the better-quality loans will continue to be
keen. Insurance companies will continue to have different
views on agricultural lending. Active companies continue to
have an ample supply of loanable funds and are aggressively
competing on rate, terms, and loan-to-value ratio. Except in
areas with weather problems, continued financial progressis
expected. Theseven companiesactiveinthefarmloan market
al report that available funds exceed qualified agricultural
applications.

Tota life insurance company farm loans outstanding are
projected to increase dightly in 1995, the third consecutive
year of growth. Activity on Farmer Mac loansthat can be sold
out of the company's portfolio may affect total loan holdings.
All four Farmer Mac poolsformed to date haveinvolved alife
insurance company as either an originator, a pooler, or both.
The cumulative value of mortgages guaranteed under Farmer
Mac | is $720 million on pools formed beginning in 1991.
This loan amount has moved out of the life insurance farm
loan category and thus lowered reported farm loan holdings.

Thelifeinsurance firms currently activein the farm mortgage
|oan market are big companieswith largefarmloan portfolios.
Most of the industry's new lending will consist of relatively
large loans in selected States rather than being distributed
evenly nationwide. At yearend 1993, 55.0 percent of the
outstanding life insurance company farm mortgages were in
Cadlifornia, Florida, lowa, Texas, and Washington.
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Table 20—Life insurance company mortgage loan delinquencies, 1987-94 1/

Rates by number of loans Rates by amount
End of month Nonagricultural Agricultural Nonagricultural Agricultural
mortgages mortgages mortgages mortgages
Percent

1987 June 1.46 9.12 2.96 18.01
Dec. 1.60 6.83 2.61 14.31

1988 June 1.53 6.75 2.77 13.27
Dec. 1.74 4.44 2.44 8.87

1989 June 1.55 4.68 2.75 8.65
Dec. 1.68 2.68 2.37 4,74

1990 June 1.87 3.41 2.94 5.26
Dec. 2.10 2.40 3.60 4,22

1991 June 2.30 3.55 5.25 6.35
Dec. 2.66 2.34 5.79 3.84

1992 June 2.87 4.07 7.35 5.48
Dec. 3.05 2.64 6.50 3.33

1993 June 2.78 3.47 6.23 4.06
Dec. 2.84 1.99 4.48 2.21

1994 June 2.94 2.51 5.00 3.77

1/ Delinquent loans (including loans in the process of foreclosure). A delinquent loan is a nonfarm mortgage with interest payments in
arrears at least 2 months (60 days if other than a monthly pay) or a farm loan with interest in arrears more than 90 days.

Table 21—Life insurance company mortgage loans in the process of foreclosure, 1987-94 1/

Rates by number of loans Rates by amount
End of month Nonagricultural Agricultural Nonagricultural Agricultural
mortgages mortgages mortgages mortgages
Percent

1987 June .37 3.91 1.11 7.98
Dec. 41 3.02 1.07 6.43

1988 June .46 3.36 1.16 6.33
Dec. .45 2.60 1.22 4.83

1989 June 43 2.35 1.38 4.67
Dec. .43 1.30 1.29 2.28

1990 June .46 1.31 1.56 2.23
Dec. 51 1.13 1.71 1.91

1991 June .58 1.26 2.39 2.45
Dec. .68 1.29 2.78 2.24

1992 June g7 1.74 3.40 3.11
Dec. .76 1.57 3.08 2.32

1993 June .84 1.52 2.89 1.93
Dec. .80 1.04 2.14 1.30

1994 June .82 .97 2.46 1.04

1/ Reporting companies account for approximately 85 percent of the mortgages held by U.S. life insurance companies depending on the
date of the survey. Loans in foreclosure include those on which foreclosure action has been authorized, including any involved in a
subsequent filing of bankruptcy. Beginning in 1988, the loans in foreclosure category includes loans in redemption period.

Table 22—L.ife insurance company mortgage loans foreclosed, 1980-94 1/

Year Nonagricultural mortgages Agricultural mortgages
Number Thou. dollars Number Thou. dollars
1980 549 63,237 26 18,160
1981 552 58,491 47 55,741
1982 760 131,392 167 170,310
1983 868 114,993 306 347,002
1984 1,024 242,428 475 289,251
1985 1,033 328,558 1,000 530,235
1986 1,541 1,143,082 1,654 827,472
1987 2,048 1,580,027 1,515 691,914
1988 1,196 2,530,105 727 364,414
1989 1,098 2,178,949 356 204,361
1990 1,018 3,042,171 122 85,281
1991 1,284 4,942,349 125 94,875
1992 1,365 6,665,288 88 148,006
1993 1,159 6,013,084 79 96,318
1994 2/ 436 2,168,827 12 18,324

1/ Loans foreclosed include those for which title to the property or entitling certificate was acquired during the period shown, either through
foreclosure or voluntary conveyance in lieu of foreclosure. Dollar amounts include principal outstanding at the time of the foreclosure,
amounts capitalized for interest, foreclosure costs and any advances made to protect the collateral. 2/ January 1 through June 30.

Source: American Council of Life Insurance, Investment Bulletin, various issues.

Agricultural Income & Finance/AlS-56/Feb. 1995 29



Farmer Mac

Is Farmer Mac at a Crossroad?

Steps were taken in 1994 to rekindle the secondary mortgage market.

Facingadropin capital and revenues, the Federal Agricultural
Mortgage Corporation (Farmer Mac) took steps in 1994 to
rekindle its secondary market for agricultural and rural
housing mortgages. With the exception of a small loan pool
in 1994, loan securitization has been dormant since 1992.

In 1993 Farmer Mac expected that two poolers, Travelers
Realty I nvestment Company and Prudential Securities Secured
Financing Corporation, would aggressively submit new pools
for securitization. Both poolers in that year began "open
window" pooling programs, where whole loans were
purchased from Farmer Mac originators and priced based on
Farmer Mac's Linked Portfolio Strategy (LPS). Under LPS,
Farmer M ac purchases senior securities or obligations backed
by qualified loan pools from the pooler and finances these
purchases by selling its own securities.

Nearly 2 years after these open window programs were
announced, little securitization has resulted. In August 1994,
Prudential securitized a$38-million pool and was considering
adding moreto the pool depending on the outcome of the sale
of the subordinated securities to capital market investors.
Travelers has failed to submit a pool for guarantee. Both
poolers remain active in purchasing loans, often through
networks of mini-poolers, but are not active in selling them
through Farmer Mac.

Strategic Alliances Among 1994 Initiatives

To spur poolers to securitize loans, Farmer Mac undertook
severa initiativesin 1994. Farmer Mac now requires poolers
to submit loan pools for guarantee or face the risk of losing
certification. An annua $50-million volume threshold has
been established. As of early 1995, Farmer Mac had not
decertified any poolers.

Farmer Mac aso began looking for poolers to enter strategic
alliances to ensure purchased loans are sold through its
market. Farmer Mac and the Western Farm Credit Bank
(FCB) of Sacramento entered into such an agreement in
November 1994. Under their 5-year agreement, the Western
FCB will establish and operate a nationwide pooling program
for agricultural mortgages open to al Farmer Mac
stockholders. Farmer Mac hasagreedto providefinancial and
technical support and to enter not more than one other such
agreement in thefirst 4 years.

Under the alliance, the Western FCB will periodically submit
loan pools to be guaranteed by Farmer Mac. Initialy, the
Western FCB has agreed to submit a pool of at least $50
million. It has also agreed to purchase Farmer Mac Class C
Non-Voting Common Stock in amounts equal to the expense
of establishing and operating the pooling program. To offset
the stock's purchase price, Farmer Mac will purchase limited
recourse debt issued by the Western FCB.
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Farmer Mac isalso looking for astrategic alliancefor itsrural
housing component. Early in 1994 the Farm Credit Bank of
Columbiahalted plansto beginaFarmer Mac pooling program
for rural housing mortgages when the Federal National
M ortgage Corporation (Fannie Mag) announced plansto enter
into rural housing markets. At the beginning of 1995 thethree
parties were till trying to negotiate a business arrangement.
Fannie Mae is looking for a nationwide collecting agent or
pooler, but the Columbia FCB can only wholesale loans
(purchaseloansfor resale) fromoutsideitsdistrict boundaries
through Farmer Mac.

Capital Declines Further in 1994

Farmer Mac failed again to generate aprofit in 1994. For the
first 9 months of 1994, Farmer Mac reported a loss of $1.1
million. Start-up costs and cumulative operating losses have
whittled the initial stockholder equity from $21.6 million to
under $12.5 million as of September 30, 1994. Farmer Mac
capital still exceeds required minimum regulatory capital .

Without new pools for Farmer Mac to guarantee, the
outstanding principal balance on guaranteed loan pools will
continueto shrink, and with it Farmer Mac'srevenue. Farmer
Mac collects fees that range from 0.25 to 0.375 percent per
year on the outstanding principal balance of its guaranteed
securities. Farmer Mac'sother primary source of incomeisnet
interest income. Farmer Mac I1--the secondary market for
USDA guaranteed loans--isproviding revenue growth, but the
volume is still relatively small.

Outlook for 1995 and Beyond

Farmer Mac has undertaken a series of marketing and
development initiatives since it opened to expand its market
and make it profitable. Farmer Mac faced some structural
problems in the way its secondary market was set up in
enabling legidation, as well as farm mortgage market
conditions that were not advantageous to its development.
Over 7 years dfter it was created by Congress, the market
might be at a crossroad.

During Farmer Mac's formation, investment bankers showed
an interest in devel oping the market, but quickly shied away.
Farmer Mac'searly devel opment initiativeswere concentrated
on developing alist of certified poolers. In al, nine poolers
were certified. When poolersfailed to produce poolsin 1990
and 1991, Farmer Mac obtained authorization from Congress
to purchase and sell securitiesthrough the LPS program. The
new Farmer Mac structure still did not allow Farmer Mac to
pool loans itself, but the structure did give Farmer Mac a
method to provide lower cost financing for poolers. Farmer
Mac al so obtai ned authority to operate a secondary market for
USDA guaranteed |oans--called Farmer Mac I1.
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The LPS authority yielded some success with the life
insurance company poolers, but activity faded after 1992. Life
insurance companies, which comprisefiveof thenine poolers,
participated in al five pools to date and had been a central
focus of Farmer Mac's efforts to develop the market. These
five loan pools have totaled about $720 million and were
formed predominantly with existing loans from four life
insurance companies.

Loans are till being purchased by two life insurance
companies, but they mostly remain in the portfolios of the
companies. Duringthelast few years Farmer Mac also placed
considerable effort in promoting the farm mortgage market's
advantages to commercia bankers. While progress has been
made in stimulating loan sales by bankers, Farmer Mac does
not benefit directly unless the sales are securitized.

Now Farmer Mac'simmediate efforts appear concentrated on
the FCS. Through much of Farmer Mac's development, the
FCS largely viewed Farmer Mac as a competitor and hence
ignored it. But this attitude appears to have changed as the
FCS has undergone consolidation and has watched its market
share of farm debt drop. The activities of the Western and
Columbia FCBs suggest that the FCS may not be as
antagonistic towards Farmer Mac as it once might have been.

If the FCSfailsto ignite the market, Farmer Mac may haveto
ask for another legidative fix. The most advantageous
requests would be to reduce or eliminate the 10-percent
subordinated interest requirement and alow Farmer Mac to
purchase and pool loans itself. Regardless of legidation,
Farmer Mac may be forced to consider discontinuing
operations if significant securitization volume does not
materialize in the next few years.

Besides structural factors, Farmer Mac also faces arelatively
quiet farm real estate market and sufficient lending capacity
among agricultural lenders. Benefiting Farmer Mac's
development is arecent tightening of lending capacity among
agricultural banks, particularly in some regions. Rising
interest rates and lower farm incomes could trim farm
mortgage activity in the coming year. Whilefurther increases
in short term interest rates relative to longer term rates could
spur farmer demand for longer term fixed rates--a benefit to
Farmer Mac.

Farmer Mac Il Volume Up

In contrast to the Farmer Mac market, Farmer Mac I
continues to grow. The volume of USDA guaranteed loans
sold through the Farmer Mac Il market in 1994 totaled $47.6
million, up from $39.5 millionin 1993. Cumulativeloansales

Agricultural Income & Finance/AlS-56/Feb. 1995

since the market's inception totaled $120.9 million and
outstanding principal stood at $101 million at 1994 yearend.
A total of 379 loans were sold or swapped last year, bringing
the cumulative total to 959.

Under Farmer Mac |1, lenders can swap guaranteed loans for
a marketable security or sell them to Farmer Mac for cash.
Most loans are now sold for cash under Farmer Mac's LPS
program. LPS loan rates are tied to a Farmer Mac cost of
funds index (COFI), which Farmer Mac creates by selling
discount notes and bonds. The guaranteed portion of farm
operating loans, farm ownership loans, business and industry,
and community development loans are eligible for sale.

Lender participation in Farmer Mac |1 grew in 1994, with 151
different lenders having sold at |east one guaranteed loan so
far. This count is up from 111 at the beginning of 1994.
Commercia banks are the primary users of Farmer Mac Il.
Regional lender use of the market is evident with four States--
Cdlifornia South Dakota, Vermont, and New York--
accounting for nearly half of cumulative sales. Loansfrom30
States, the same count as|ast year, have been sold through the
market.

Steady Growth Expected

Farmer Mac Il volumeis still small relative to total USDA's
guaranteed loan volume, which suggests that the market has
ample room for growth. Farmer Mac |l volume in 1994
constituted less than 5 percent of CFSA fiscal 1994
guaranteed loan volumethat iseligiblefor Farmer Mac | sale.
Factors affecting 1995 growth include the pace of guaranteed
lending and the economic opportunities the market may offer
lenders.

The pace of guaranteed lending is influenced by lender
acceptance, the economic well-being of farmers, and the
annual authorities of the guarantee programs. Funding for the
major farm programs has been cut slightly for fiscal 1995.
And despite some regiona decline in farm financia
conditions, amagjor declinein the creditworthiness of farmers
isnot anticipated thisyear. Therefore, market volume should
continue to grow steadily, but not dramatically in 1995.

Besidesfarm programs, Farmer M ac expectsfurther growthin
sales of guaranteed Business and Industry (B&I) program
loans. The program is now administered by the Rural
Business and Cooperative Development Service. So far a
half-dozen of these loans totaling about $7 million have been
sold. Funding for the B&I program was doubled in fiscal
1995 and lender knowledge of theprogramisrising. Noloans
guaranteed under the Community Facility loan program have
yet been sold though Farmer Mac.
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Agricultural Finance Issues and the Farm Bill

Agricultural Income, Asset Values, and Risk Will All Be Affected

Chances for major changes are enhanced by Congressional turnover and budget pressure.

Lender groups have their own wish lists.

The decisions embodied in any farm legislation this year will
affect financial institutions and their customersin avariety of
ways. These range from the conduct of direct government
lending programs targeted at farmers and rural areas to the
effects of government policy on incomes, collateral values,
and risks associated with agricultural or rural economic
activity. Of course, "farm bill" isamisnomer. Thelast "farm
bill" was officially titled the Food, Agriculture, Conservation,
and Trade Act of 1990, or FACT. Asthetitle indicates, this
legidation affects much more than farm subsidies. Other
policy areas touched on in the typical farm bill include
resource conservation, trade policy, domesticand foreignfood
assistance, rural development, agricultural research, disaster
assistance, and agricultural credit policy.

This will be the first farm bill in 40 years written under a
Republican-controlled Congress. Members of the House
agriculture committee are relatively inexperienced in writing
farm bills. Only 10 of the committee's 49 members were
involved in writing the 1990 farm bill, and only 4 of the
veteran members are Republicans. In contrast, 14 of the 17
members of the Senate agriculture committee are 1990 farm
bill veterans. In the full House, the percentage of members
from rural and farm districts is smaller than just afew years
ago. And both political parties have promised to reduce
government spending, employment, and regulation.

Although farm bills have been used to reauthorize existing
programs or introduce new policies for an extended period
(generally 5 years), the changing political climate indicates
that this may not always be the case. Proposalsto removethe
large food and nutrition programs from the farm bill
reauthorization would have lasting repercussions on the
codlition building necessary to pass each 5-year plan.

The Farm Bill as a Vehicle for
Financial Legislation

In the grand scheme of things, farm bills have not been a
major vehicle for explicit financia legislation. In the past,
somein Congresshaveopposedincludingfinancial legislation
inthefarmbill. Despitethese objections, explicit credit issues
have been addressed in both a credit title and a rura
development titlein thelast two farmbills. Table 23 indicates
that of the 25 titles in the 1990 Food, Agriculture,
Conservation and Trade Act, the last farm bill, only the two
titlesmentioned dealt explicitly withfinancial issues. Most of
the other titles, however, haveimplicit, and sometimes mgjor,
financial impacts.

Explicit financial issues are those involving financia
ingtitutions, their regulators, or Federal programs including
Farmers Home Administration (now part of the Consolidated
Farm Service Agency), theRural Devel opment Administration
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(now part of the Rural Utilities Service), the Farm Credit
System, commercial banks, the Federal Agricultural Mortgage
Corporation (Farmer Mac), futures markets, and capital
markets. Provisionsaddressing explicit financia issuesto the
extent they appear in the farm bill are incorporated in a credit
or rura development title.

Implicit financial issues can be imbedded in any title of the
farmbill. Suchissuesincludeprovisionsaffecting cash flows,
income risks, and asset values. To varying degrees, each of
these is affected by provisions that affect potential land uses
or change subsidies, cropinsurance, other disaster relief, trade
policies, environmenta policies, and "takings' policies. Of
course, such provisions are ubiquitous in the farm bill, and
their impact on farm finances is recognized by all concerned.

Financial issues explicitly addressed in the last farm hill
included changes in the operations of the former Farmers
Home Administration, allowing Farm Credit System lenders
to extend credit to farmers who process or market agricultural
products, and authorization for Farmer Mac to sell securities
backed by pools of FmHA/CFSA-guaranteed loans. Changes
in CFSA procedures included more emphasis on guaranteed
lending, imposition of a $300,000 per borrower lifetime cap
onwritedownsand writeoffs, and reducingto 1 year the period
during which CFSA-acquired property could be sold only to
CFSA-€ligible borrowers.

Theseissues, while not unimportant to the peopl ethey directly
affect, have a limited impact relative to the roughly $150
billion agricultural loan market. In contrast, table 24 shows
other financial legidlation passed since 1985. Thislegislation
includes such far-reaching provisions as the phasing in of
interstate banking, the reregulation and reform of commercial
banksandthrifts, rescueand reformof the Farm Credit System
and its regulator, and special bankruptcy treatment for family
farmers.

Farm Bill Possibilities

Itistoo early inthefarmbill processto have aclear ideaabout
the outcome. However, public statements by members of
Congress, interest groups, and the administration indicate
some possibilities. Several factorsincreasethelikelihood that
fundamental changesin farm policy will occur thisyear. The
political environment in Washington plays an important role.

Any substantial changesin regulation, program expenditures,
or explicit financial provisions of farm legidation could have
significant and varying impacts on farm lenders depending on
the location and commodity mix associated with their loan
portfolios. Suggestionsfor controlling farm spending include
removing entitlement status from farm commodity programs,
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reforming quota-based commodity programs (tobacco, dairy,
peanuts, and sugar, as well as fruits and vegetables grown
under marketing orders), replacing traditional price support
programswith someform of revenueinsurance, moving away
from commodity-specific acreage bases, targeting farm
program payments to farmers with limited income, tightening
the cap on total farm program payments per individual,
downsizing the conservation reserve program, and curtailing
domestic and foreign food assistance.

Of course, not al changes under discussionwill haveuniform,
substantial, or necessarily negative impacts on farm income,
asset values, or risks. In addition, some of the benefits
farmers may lose through proposed changes in commodity
programs may be offset by changes in the tax code or other
legidation. Such legislation could include property rights
protection, wetlandsprotection, endangered speciesprotection,
and pesticide restrictions. Tax changes under discussion
include allowing full deductibility of health insurance
premiumsfor the self-employed, reducing capital gainstaxes,
allowing tax-deferred savings to be used to offset income lost
because of natural disasters, and reducing estate taxes.

Farm lenders also have changes they would like to see
included in the farm bill. The FCS will be seeking new
powers to serve nonfarm businesses, rural homeowners in
communities up to 20,000, and to support rural infrastructure
and community development. Such changes would represent
amajor expansion of the FCS's mission and Federal charter.
Several changeswill be considered related to the Farm Credit
System Insurance Corporation (FCSIC), including whether to
separateitsboard fromthat of the Farm Credit Administration.
The two entities currently report to boards with the same
membership but different chairpersons, but separateboardsare
to be established in 1996. The FCS opposes establishing a
separate full-time board for the FCSIC. Other FCSIC issues
that may be addressed are related to a forthcoming GAO
report that was mandated in the Farm Credit System Saf ety
and Soundness Act of 1992. That Act required GAO to
consider four issues: risk-based premiums,FCSIC access to
association capital, supplemental premiums, and further
consolidation of FCS districts.

Commercial bankers have indicated a heightened interest in
developing further access to funds through government-
sponsored enterprises such asthe Farm Credit System, Farmer
Mac, and the Federa Home Loan Banks, but oppose any
expansion of FCS retail lending authority. Other initiatives
championed by commercial bankers would authorize Farmer
Mac to make a secondary market in economic development
loans and alow banks to establish corporations to market
equity or quasi-equity intereststo capitalize business start-ups
or expansions.
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Farmer Mac, the secondary market for agricultural and rural
housing mortgages and certain USDA guaranteed |oans,
continues to struggle as an ongoing entity and may seek
legidlation soon to improve its charter. Past farm bill
legislation has been used as avehicle to change Farmer Mac's
charter. In particular, Farmer Mac might request changes in
two areas not found in the structures of the other successful
government-sponsored secondary markets.

First, it may seek to reduce or eliminate the 10-percent
subordinated participation requirement. Congress imposed
this requirement to reduce the chances that lenderswould sell
bad | oansinto Farmer Mac guaranteed pool scausing excessive
losses. Such sales have not proved to be a problem for other
secondary markets. Nonetheless, the requirement greatly
reduces the incentive to participate in Farmer Mac because
regulators have ruled that as much capital must be held for the
subordinated participation as for the entire loan. The second
possible change would give Farmer Mac the ability to directly
purchase and pool loans. Farmer Mac must now rely on third
parties that it certifies as poolers to purchase loans and form
pools. Often these poolersfind it advantageous to hold pools
rather than sell them through Farmer Mac. Doing so, of
course, eliminates a source of revenue for Farmer Mac.

The decline in the number of new entrants into farming over
the past decade has drawn considerable Congressional
attention. The 1995 farmbill debate will likely examine credit
subsidies as a way to assist beginning farmers. Changes to
CFSA programs and the FCS's charter are two possibilities
that Congress might consider for improving beginning farmer
access to credit. FCS's broad charter does not specifically
require it to target its lending resources to this class of
borrowers, but 1980 legidlation does require it to operate
programs to assist young, beginning, and small farmers.

CFSA's mission is more specific and legidation in 1992
created special USDA credit programs to assist beginning
farmers. Improvements or additions to these programs and
further targeting of lending resources to beginning farmers
appear likely in any farm credit title. If total CFSA lending
authority continues to shrink, the targeting of lending
resources will garner even greater attention. The budgetary
costs of credit programs could force a rethinking of the
objectives and operation of all CFSA farm credit programs.
Thisisespecidly true of direct lending programswhere credit
subsidy costs are greatest.
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Table 23—EXxplicit financial provisions and implicit financial impacts in the Food, Agriculture,

Conservation and Trade Act of 1990

Title Explicit Implicit
financial financial
provisions impacts

I Dairy X

I Wool and Mohair X

1] Wheat X

v Feed Grains X

\% Cotton X

VI Rice X

Yl Oilseeds X

VIl Peanuts X

IX Sugar X

X Honey X

Xl General Commodity Provisions X

Xl State and Private Forestry X

XIl  Fruits, Vegetables and Marketing X

XIV  Conservation X

XV Agricultural Trade X

XVI  Research ?

XVII  Food Stamp and Related Provisions X

XVIII - Credit X

XIX  Agricultural Promotion X

XX Grain Quality X

XXl Organic Certification X

XXl Crop Insurance and Disaster Assistance X

XXIII Rural Development X

XXIV  Global Climate Change 1/

XXV  Other Related Provisions X

1/ Study authorized with financial impact of study inconsequential.

Table 24—Other legislation significantly affecting agricultural and rural finance since 1985

1985 Farm Credit Amendments
1986 Farmer Bankruptcy Act (Chapter 12)
Farm Credit Amendments
1987 Farm Credit Act of 1987
1989 Financial Institution Reform, Regulation, and Enforcement Act (FIRREA)
1990 Omnibus Budget Reconciliation Act
1991 FDIC Improvement Act (FDICIA)
1992 FCS Safety and Soundness Act
Beginning Farmer legislation
1993 Chapter 12 provisions extended
Omnibus Budget Reconciliation Act
1994 Community Development Financial Institutions Act
Interstate Banking and Efficiency Act
North American Free Trade Agreement
Crop Insurance Reform
The Department of Agriculture Reorganization Act
General Agreement on Tariffs and Trade
34 Agricultural Income & Finance/AlS-56/Feb. 1995



Special Articla

Credit as a Factor Influencing Farmland Values:
What Does the Evidence Show?

by Jerome M. Sam*

The latest farmland boom-bust cycle of the 1970's and 1980's caused agricultural
economists to search for an adequate explanation. Some viewed the farm sector's
excessive use of mortgage credit asa major contributor to the boomin farmland prices
above what the sector's earnings picture would support. A look at the literature on
factors determining farmland values, speculative farmland price bubbles, and the role of
farm mortgage credit yields a remarkable lack of consensus. Mortgage credit is only one
of numerous variables affecting farmland values. Moreover, it is difficult to isolate

credit asa single variable, and results are split regarding its contribution to farmland

price booms.

Introduction

This article examines and places into perspective the
agricultural economics literature regarding the influence of
credit use on the farmland market. The article briefly
summarizesthe numerousresearch effortsto explain farmland
values and then examines the literature on credit's role in
inducing the 1970's farmland price boom.

Agriculture has evolved into one of the more capital-intensive
sectors of the U.S. economy and is significantly dependent on
credit financing. Farm real estate--valued at $656 hillion in
1993--comprises about three-fourths of all wealth held by the
U.S. farm sector.

Farm real estate is not only a productive asset but is also an
important source of loan collateral. The latest ERS data on
farmland transfersin 1989 showed that 4.6 percent of parcels
and 3.5 percent of rural land acreage transferred hands that
year. USDA datafor 1993 show that debt wasincurred on 60
percent of farmland transfers. Debt was 72 percent of the
purchase price on debt-financed transfers and institutional
lenders extended some 70 percent of the credit used in
purchasing farmland that year. Total farm businessreal estate
debt was $77.2 billion at yearend 1994.

For decades, agricultura economists were conditioned to
expect a close relationship between farm income and land
values. During the 1950's increases in per acre farmland
values began to accelerate even during years when farm
income was steady to lower, thus putting to the test long-held
theories. Researchers at first were puzzled by this paradox,
but they eventually came to recognize that their earlier
perspective had been too narrow. Their tendency tolimit their
analyses to those economic forces operating within the farm
sector had hampered afuller understanding of past and current
trends. Subsequent efforts proceeded to explain farmland
price changes on the basis of broader economic trends and
uses of land originating outside the farm sector. It was

! Leader of the Finance Team, Rural Economy Division, Economic
Research Service.
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recognized that earlier assumptions were oversimplified and
that value judgments affecting the farmland market were
handled inadequately.

Per acre farmland values kept trending upward during the
1960's. But buoyed by anumber of factors, such as an export
boom, they skyrocketed during the 1970's and early 1980's.
From 1970 to the 1982 peak, U.S. farmland value per acre
jumped 319.9 percent, compared with arise in the implicit
price deflator of 138.1 percent (figure A-1). This boom was
followed by a 27.2-percent decline during 1982-87 before a
slow upward trend resumed.

This strong boom-bust cycle intensified the search for an
adequate explanation among researchers. One perspectiveis
that the excessive use of mortgage credit by the farm sector
wasamajor contributor to the boomin farmland prices above
what the farm sector's earnings picture would support. The
data show that while U.S. per acre farmland values increased
319.9 percent from 1970to apeak in 1982, total farm business
real estate loansrose 270.1 percent. In 1982, farm mortgage
|oans of the Farm Credit System (FCS) were up 580.1 percent
and the subsidized real estate loans of the Farmers Home
Administration (FMHA--madeapart of the Consolidated Farm
Service Agency in 1994) were up 280.6 percent from 1970.
The increases are viewed as evidence by some that farm
mortgage credit had been too easy to obtain. The opposing
perspective, however, isthat lendersand farmersmaderational
decisions on the use of credit after 1970 based on the
prevailing market forces. The latter group's view is that
problems arose when market fundamentals changed radically
in the late 1970'sand early 1980's.

Explaining Farmland Price Volatility

There is a long and rich history leading to the modern
development of empirical model sdesignedtoexplainfarmland
values. Various theoretical analyses and nhumerous empirical
econometric model's have been employed to explain farmland
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values. The research methods differ and the influencing
variables, such as credit and debt, thus are considered in
various ways. Much research has been conducted on the
determinants of farmland prices with sometimes conflicting
results.

By the late 1950's, agricultural economists were made most
aware of the increasing importance of farm capital gains as
farmland values continued to rise. A considerable body of
literaturearoseto explain the discrepancy between agricultura
productivity and market values of rura land. Economists
debated the nature of this "supplement” to "normal" farm
income and had differing opinions regarding the desirability
of lumping capital gains and losses with ordinary income.
Some felt capital gains were paper profits based on values
obtained through the operation of a thin land market. A
number of estimates of farm capital gains and losses were
made, but they differed in scope, method, and concept.

Theliteraturedevel oped sincethat timeincludesanimpressive
list of factors that help determine farmland prices. These
include inflation, farm income, government payments, capital
gains, net rent, alternative investment opportunities, transfer
ratesof farmland, farm enlargement, rate of return on common
stock, credit availability and terms, farm debt levels,
commodity prices, input prices, yields, taxes, foreign buyers,
and technological advances. Itiseasy to seewhy itisdifficult
to sort out the impacts of financial variables, such as credit,
debt, interest rates, and related variables, in determining
farmland prices. Inareview of theresearch onfarmland value
determination, Robison and Koenig (1992) concluded themost
remarkable feature about these studies is their lack of
consensus (p. 212).
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Still another recent theory of farmland values about which
researchers disagree is speculative or rational bubbles. A
speculative bubble is essentialy an overreaction to current
price information. During a speculative bubble, farmland
owners and prospective buyers incorrectly infer from past
experiences the future earnings stream from farmland and,
consequently, farmland's future value. Speculative bubbles
may cause farmland to be priced differently than its
agricultural use value simply because the futureis difficult to
predict. Thisisimportant because someeconomistsallegethat
farm mortgage lenders hel ped provide the credit that fueled a
farmland price speculative bubble in the 1970's.

Price overreactions and price bubbles are not mutually
exclusive concepts. The concept of a bubble, however,
usually means a divergence between the actual market price
and market fundamentals over alonger period. Price bubbles
arise fromthree necessary conditions: durability, scarcity, and
common beliefs. Farmland is durable and the market for
farmland can become subject to common belief. But some
analysts question the assumption that it is scarce in the sense
that the supply is perfectly inelastic or that it isfixed (Tegene
and Kuchler, 1990, pp. 4-5).

Several studieshave been conducted in an attempt to seeif the
1970's farmland price boom resulted from a bubble. Despite
this work, the empirical questions regarding the existence of
speculative bubbles remain to be resolved. The research on
farmland investment decisions based on market fundamentals
and the possibility of speculative bubbles demonstrates little
consensus. Kuchler and Tegene (1990) wrote that "it is
impossible to prove conclusively that bubbles do or do not
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exist. Until economists can say exactly how fixed agricultural
land isin agricultura production, no one will be certain how
much income should be attributed to land” (p. 37).

Role of Credit in Inducing the 1970's Farmland
Price Boom

Questions have been raised about the role of credit and
whether easy credit from farm mortgage lenders, particularly
the life insurance companies, FCS, and FmHA, helped spur
the 1970's farmland price boom. The factors influencing the
supply and demand of agricultural mortgage credit, farmland
markets, and their interrelationship are complex. Hesser and
Schuh (1963) hypothesized that the supply of credit offered to
agriculture is a function of lenders expectations concerning
the ability of farmers to repay, but admitted it is not known
how lenders formulate expectations (p. 840). They further
hypothesized that lenders considered "real" prices of farm
products and the value of agriculture's assetsin deciding how
much credit to extend.

Credit is only one of numerous variables possibly influencing
farmland prices. The view of credit's significance by those
persons conducting the various studies can be influenced by
how it is regarded philosophically. Such views range from
credit being a passive factor or a benign facilitator of
economic changetoit being aninput carrying much associated
risk and an active or causal influence on land values. The
optimistic view isillustrated by this Congressional testimony
delivered by Irwinin 1983:

| view credit as a facilitator of those changes that are
being pressed on us by more basic economic, social, and
political forcesthat directly affect thefarm businesses of
borrowers. In genera, credit is not the cause of such
changes, but the medium by which they are
accomplished. Nor isit thejob of acredit institution to
impose its judgment on that of a borrower as he or she
adapts to these forces, except when safety of theloanis
involved. Thus, participation in general farm programs
isordinarily at the borrower'sdiscretion. Thisleavesthe
entrepreneur the right to succeed or fail. It also means
that sound overall credit may exist evenwhen aborrower
makes an unsound credit decision (p. 352).

The cautious view is epitomized by T.N. Carver's classic
statement contained in the early editions of William Murray's
Agricultural Finance textbook:

There is no magic about credit. It isa powerful agency
for good in the hands of those who know how to useit.
Soisabuzz saw. They are about equally dangerousin
the hands of those who do not understand them.
Speaking broadly, there are probably almost as many
farmersin this country who are suffering from too much
asfromtoo little credit. Many afarmer would be better
off today if he had never had a chance to borrow money
a all, or go into debt for the things which he bought.
However, that is no reason why those farmers who do
know how to use credit should not haveit (p. 1).

Severa studies address land values and include credit (and

debt levels) in some manner. Reinsel and Reinsel (1979)
analyzed the economics of asset prices and current incomein
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farming. They noted that a concentration of land ownership
and wealth was occurring in agriculture. They also noted that
it often has been argued that more lenient credit terms were
required to ease the entry of young people into farming, but
such terms only benefit the earliest buyers. They maintained
that the cash flow and equity advantages are soon bid into the
price of land. This means that with each relaxation of credit
terms, land prices can be expected to rise more rapidly, then
resume a norma pattern of change with future benefits
discounted (p. 1096).

Shalit and Schmitz (1982) developed a model of farmland
accumulation to study factors influencing U.S. farmland
values. The model stressed the manner in which credit is
alocated for land purchases. To secure the necessary loans
for expanding farm size, the farmer provides his net
accumulated wealth as collateral. In addition to income and
consumption, Shalit and Schmitz found the level of
accumulated debt is one of the main determinants of farmland
prices. The effects of owner equity on farmland price thus
wasexamined. A derived demand for farmland was estimated
as part of a structural equation model. Shalit and Schmitz
showed that as the banking system increases the supply of
credit to farmers with land as collatera, land valuesrise at a
faster rate than if no credit were available (p. 718). Thus, the
expansion and contraction of credit importantly affects the
pace at which land prices increase or decrease.

Brown and Brown (1984) examined the effect of current farm
prices on farm buyers expectations about the future
distribution of purchasing bids. Results based on Corn Belt
and Lake State data did not disprove their model's prediction
that optimists' expectations dominated the farmland market.
They did not find interest rates or credit availability to be
highly important in explaining land values.

Hughes et a. (1984) employed a capital asset pricing (CAP)
model to examine subsidized credit offered by FmHA and its
impact on agriculture. It was an attempt to quantitatively
evauate the impacts of subsidized credit on the farm real
estatemarket. They concluded that government farmsubsidies
likely increased farm real estate values, farmers' holdings of
financial assets, and farm debt. They felt the short-run
impacts of such government programs were small, but that
over the long run, the government credit programs had
probably increased farm sector weal th by hundreds of billions
of dollars by increasing the price of farmland. In their view,
it was highly unlikely that the rapid rise in farm real estate
values during the 1970's should be attributed principally to
government intervention onfarmcredit markets, but likely was
caused by other factors such as the rapid increase in farm
exports.

In contrast to Brown and Brown, Raup (1989) analyzed the
most recent farmland boom and bust cycle and concluded that
the driving forcein the boom was a search for size economies
by neighboring farmers. The "wisdom" of buying farmland
was not restricted to farmers, but it infused their creditors as
well. He noted that the conventional bid-price model used by
creditorsfor valuing farmland encountered difficulty because
of the rapid 1970's inflation and resultant negative interest
rates. Real ratesof interest on Federal Land Bank (FLB) farm
mortgage loans were negative in 18 of the 32 quarters from
1973 through 1981 (Raup, p. 12).
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Raup observed that booms in markets run on credit and,
throughout the life of the 1970's farmland boom, credit was
never a constraint (p. 8). It fueled the boom so that market-
related debt was seen on a scale never before recorded in the
United States (p. 9). In his view, this unique situation
reflected an intense drive for market share by lenders,
especialy the FLB's, and to a smaller degree the Farmers
Home Administration. Raup noted that life insurance
companies were less aggressive until the mid-1970's when
they reversed policies and became more active (p. 11). But he
did not find life insurance lending to be as strong a driving
force asthat of the FLB's.

Carey (1990) believes that the heart of the 1970's farmland
price boom and the 1980's farm credit crisis was the
simultaneousexistence of aland market deviation and alender
entity (FCS), organized as a cooperative, that was run by
optimists about land prices. Hefeelsthat the FCS hasabuilt-
inpropensity tofinanceland price deviations. Thispropensity
is especially pernicious because the land market is especialy
vulnerableto deviations. By using the market price of an acre
when determining its value as mortgage collateral, the FLB's
took excessive risks.

Carey fedls that, if the land market is always approximately
efficient, the FCS does not appear especially likely to cause
credit crises. Butif land price deviations sometimes occur, the
FCSislikely to beadestabilizinginstitution. Hefeelsthat the
1970's land price deviation was the result of excessive
optimism about futurefarmincome and land prices on the part
of someagentsin amarket where optimistic agents set prices.
The FLB's clearly did not respond in arisk-averse fashion to
the associated risk.

Carey concluded that there is no evidence that the FCS
deliberately financed or caused the credit crisis. Rather, the
absence of al theusual risk control mechanismsfromthe FCS
made it natural not to notice that it was setting up a credit
crisis. He notes that lenders can prevent deviation-induced
credit crisesif they assessland at its fundamental productive
value, but they probably cannot prevent the deviation itself.
Lenders only amplify deviations and do not in general create
them.

Carey believes that evidence on the behavior of farm lenders
other than the FCS does not support a firm conclusion.
Commercial lenders did not withdraw completely from farm
mortgage markets, but they did not make more new loansthan
the flow of old loan repayments. Thus, they also took
excessive risks, although not to the same extent asthe FLB's.
He feels that the lender with the worst structure (FLB's) was
most to blame. The failure of other lenders to increase their
loans outstanding as rapidly as the FLB's may have been due
to FLB's lower interest rates, and to the effects of
disintermediation on fund availability at insurance companies
and commercial banks. He feels that there is no evidence of
ageneral recognition by commercial lenders that a deviation
was in progress and that risk-avoidance strategies were
required.

Ely and Vanderhoff (1990) in astudy funded by the American
Bankers Association were aggressively critical of the FCS,
caling it a reckless lender to rura America that fueled a
disastrous 1970's boom and 1980's bust in farmland prices.
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They blamed the Farm Credit Act of 1971 for liberalizing the
collateral requirementsand unleashing afarmland priceboom.
They regard the FCS during the 1970's an imprudent lender.
Debt-financed investments in farmland were made attractive
and "This leveraging opportunity greatly stimulated the
demand that inflated the enormous bubble in farmland values
that finally burst in 1980" (p. 18). They fed that the low real
interest rates of the 1970's, fed by plentiful quantities of credit
"helped create a financial environment in which land values
could skyrocket" (p. 19). Other lenders, in their view,
including a specific reference to life insurance companies,
were more cautious in their approach to the farm sector
developments of the 1970's and earlier (pp. 1, 10).

Just and Miranowski (1993) developed a structural model of
farmland prices based on 1963-86 data which included the
multidimensional effects of inflation on capita erosion,
savings-return erosion, and real debt reduction as well as the
effect of changes in the opportunity cost of capital. The
results showed that inflation and changes in real returns on
capital aremajor explanatory factorsinfarmland price swings.
In addition, Just and Miranowski explicitly studied the effects
of credit market constraints and expectations schemesin the
anaytical model. Their model estimated only minor effects of
credit availability on land prices (p. 167). Their observations
also suggest that the farm debt bubble may have occurred
more as a conseguence of high land values than as a causal
factor (p. 157).

Conclusions

Theextensivefarmland val ueliterature containsanimpressive
list of factorsthat help determine farmland values. However,
thelist of price determinants from these studiesis so long that
it is evident why it is difficult to sort out the impacts of
financial variables, such as credit, debt, interest rates, and
related variables in determining farmland values.

The remarkable feature about these studies is their lack of
consensus. Agricultural economists have tended to develop
farmland value models that for a given study and data set
aways appear ableto "predict" or were deemed successful in
theeyesof theauthors. Attheindividual study level, thework
appearsto be quite encouraging. But eventhough many of the
land value model s appear to work on the dataat hand, they fail
once applied to a different data set or to the same data set for
adifferent time period.

Speculative or rationa bubbles, which have been discovered
and studied in recent years, are another factor that can
influencefarmland values. A speculativebubbleisessentialy
an overreaction to current price information. Several studies
have been conducted to seeif the 1970's farmland price boom
resulted from abubble. The empirical questions concerning
the existence of speculative bubbles remain to be solved.
Research on farmland investment decisions based on market
fundamental sand the possibility of speculative bubbles shows
little consensus.

Theresearch to date concerning therole of creditinthe 1970's
farmland price boom also isinconclusive. Credit isonly one
of numerous factors influencing farmland values and it is
difficult to isolate a single variable. It appears that credit is
more than abenign facilitator but onefindsit most difficult to
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make definitive conclusions concerning the 1970's. Critics of
farm mortgage lenders maintain that their extension of excess
credit with generous terms fueled higher land prices than
market fundamentalsjustified. Their defenders, however, say
that the lenders extended credit to willing borrowers under a
rational economic scenario that included both current and
capital gainsfrom farmland. Lenderswere just respondingto
ashift in credit demand.

Research demonstrates that the study of the relationship
between mortgage credit and farmland values is extremely
complex. Even in the narrowest sense the demand for
mortgage credit to finance farmland as a productive asset isa
derived demand conditional on the demand for farmland and
all other inputs and output supply. Such credit isused as a
means of obtaining control of land as an asset, but farmland
has a number of other facets as aresource. Thus, it has been
very difficult to isolate the effects of mortgage credit use on
farmland values. One of the most important failings of many
farmland value studies is the failure to recognize that farm
income may not be adequate to explain agricultural land's
market value.

Problems in conducting predictive farmland value research
have arisen for a variety of reasons, including a heavy
emphasis on ex post facto analysis of secondary data using
formal frameworks. Attempts to replicate results of earlier
land value studies have concluded that previoudly published
models did not accurately reflect the relevant structural
changes and other characteristics of the farmland market.
Robison and Colyer (1994) concluded that the earlier studies
did not produce cumulative knowledge or learning. They
believe that instead of building refutable models, agricultural
economists have constructed increasingly complex
methodologies applied to fragile nonreplicable data sets that
produce uninteresting results.
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Special Articla

Young Commercial Farmers: Their Financial Structure
and Credit Sources

by Charles Dodson and Seve Koenig*

Recent declines in new entrants into farming have raised concerns about the effectiveness
of policies that aid new entrants. The growing capital requirements of today's

production agriculture often are linked to the decline in persons entering farming.
Research indicates most young commercial operators have ample financial resources. A
small group has more limited financial resources and is more likely to need assistancein
the form of grants or subsidized credits. These young low resource operators primarily
obtain their credit through commercial banks and USDA farmloan programs. The
results suggest that broad-based targeting of assistance programs based on age, or even

years of experience, may be inappropriate.

Recent USDA research suggests that between 1992 and 2002,
500,000 older farmers will stop farming, to be replaced by
only 250,000 new young farmers (Gale). For decades the
declining number of new entrants into farming has been a
public policy concern. High capital requirementsper farmare
often cited as a barrier faced by new entrants. To provide a
more completeunderstanding of thefinancia constraintsfaced
by young operators, we examine their financia structure,
income, and credit sources.? Thisisaccomplished using data
from USDA's Farm Costs and Returns Survey (FCRS)
covering 1991-92.

We focused on farm operators under the age of 40 who could
be considered full-time farmers. Farm operators under the
age of 40 total about 440,000 and represents 21 percent of all
U.S. farms. Of these, only 140,000 (7 percent of U.S. farms)
are considered commercial. The remaining 300,000 are
considered to benoncommercial operators. Distinct structural
differences exist between young commercia and
noncommercial operators, especially concerningtheir reliance
on farm income. Only 29 percent of young honcommercial
operatorswere considered farming dependent, compared with
86 percent for young commercial operators. Commercial farm
operators well-being will be primarily dependent on farm
business financial performance.  The well-being of
noncommercial operator households, on the other hand, is
more likely dependent on nonfarm factors. Hence, this
analysis focuses primarily on young commercial farm
operators.

Young commercial operators with less than $150,000 net
worth (low resource) represent about 40,000 farm operatorsor
1.9 percent of all U.S. farms. Young commercial operators
with $150,000 or more in net worth (established) represent
about 100,000 or nearly 5 percent of all U.S. farms (table B-
1). The $150,000 net worth level is the lowest

1 Agricultural Economists, Rural Economy Division, Economic Research
Service.

2 See box for definitions of termsin italics.

40

The FCRSisamultiple frame survey conducted annually
by USDA. Each farm surveyed represents a number of
similar farms. It providesannual dataonthefinancial and
structural characteristics of all farm operatorsin the U.S.
(Morehart, Johnson, and Banker).

Commercial farms reported greater than $50,000 in
annual sales, the operator's primary occupation was
farming and the operator contributed 1,500 or more hours
of labor to the farm business. Noncommercial farms
represented all other farms.

Farming dependent was defined as receiving less than
$20,000 in nonfarm income and a majority of total
household incomeis from the farm business.

Young operatorswere defined as being under 40 years of
age while older operatorswere 40 years or older.

Low resource young operators were defined as
commercial farmersunder 40 years of age and having less
than $150,000 of net worth (capital).

Established young operator swere defined ascommercial
operatorsunder 40 years of age and reporting $150,000 or
more of net worth (capital).

Financially stressed farms reported negative net farm
income and debt-to-asset ratios greater than 0.40.

Returns on assets were defined as (Net farm income -
management charge - unpaid family labor + interest
paid)/total assets]. The imputed management charge, 5
percent of the net value of production, wasconsistent with
other USDA studies using FCRS data.
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Defining a Young Operator

There is no standard definition of either a young farmer or a beginning farmer (new entrant). USDA defines a beginning
farmer for the purposes of its farm credit programs as having no more than 10 years of farm experience. Farm experience
is broadly defined by having day-to-day labor and management experiencein the farm business. Other than being an adullt,
there are no age thresholds for eligibility to USDA's credit programs for beginning farmers.

The Farm Credit Administration (FCA) is required to report annually on the Farm Credit System's service to young,
beginning, and small farmers. For reporting purposes, FCA defines young farmers as those under 35 years of age and
beginning farmers as having less than 6 years of farm experience. Small farmers havelessthan $100,000 in farm assets and
less than $40,000 in farm sales.

Following these broad guidelines, we define a young operator as being under 40 years of age. Data limitations restricted
using years of farming experience to define new entrants. However, analysis of FCRS data for previous years found that
about 80 percent of commercial farm operators under 40 years old reported less than 11 years of farming experience.
Therefore, commercial farm operators under 40 should also be representative of new commercial entrants.

Table B-1—Balance sheet for commercial farms, by operator age and net worth classification

Under 40 years of age

Over 39 years of age

Low
1991-92 averages resource Established
Dollars per farm
Total assets 174,024 694,511 799,029
Total current 37,290 134,230 141,085
Total noncurrent 136,734 560,281 657,944
Farm equipment 49,696 132,067 116,710
Breeding livestock 19,012 43,414 45,876
Land and buildings 67,521 381,523 489,541
Other 505 3,277 5,817
Total debt 95,267 141,143 118,220
Current 40,137 53,476 46,578
Operating loans 26,932 33,510 30,506
Other 14,271 21,254 16,709
Noncurrent 55,129 87,667 71,641
Nonreal estate 10,003 15,792 11,711
Real estate 45,126 71,874 59,931
Net worth 78,758 553,368 680,809
Debt per farm: 1/
Farm Credit System 7,130 26,001 33,517
Commercial banks 34,859 48,085 39,296
USDA 29,297 10,328 14,113
Individual 7,357 19,418 10,579
Other lender 9,377 27,074 12,343
Market shares of debt Percent
by lender:
Farm Credit System 8 20 31
Commercial banks 40 37 36
USDA 33 8 13
Individuals 8 15 10
Other lenders 11 21 11
Total 100 100 100
Distribution of lender's total
farm operator debt: 2/
Farm Credit System 1 14 56
USDA 11 11 47
Commercial banks 4 16 41
Individuals 3 20 35
Other lenders 3 24 34
Total debt 4 16 43

1/ Farm operator debt which does not include accounts payable and accrued interest payments, is not comparable to total debt above. 2/
Distributions total across to 100 percent when noncommercial farms are included.
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threshold that could be used given sample size limitations.
Increasing the threshold to $250,000 expands the number of
low net worth operators to about 70,000 or 3.5 percent of all
U.S. farms. Sharp differences exist between these groupswith
respect to financia structure and performance and their
sources of credit.

Financial Structure

The differences between low resource and established young
commercial operators appeared very dramatic. On average,
the value of assets held by young low resource operators is
$500,000 lessthan that of established young operators. Much
of this difference can be explained by the value of land and
buildings each group controls. Established young operators
have a $315,000 greater investment per farm in land and
buildings than the low resource group. Established young
operators aso have significantly larger investments in
machinery and equipment, as well as livestock.

Young low resource commercial operators display more
financial stressthan established young commercial operators.
Low resource young operators carry greater debt relative to
their total asset base and income-producing assets than do
established young operators. They report an average debt-to-
asset ratio of 0.54--much higher than the average 0.20 for
established young operators. Also, 13 percent of low resource
young operators are categorized as financially stressed,
having negative net farm incomes and debt-to-asset ratios
greater than 0.40. This compares with only 3 percent for
established young operators. There are no significant
differencesin the debt structure, as both groups display about
the same distribution of debt between current and noncurrent
lighilities.

Because they owned more farm assets and had a relatively
light debt burden, established young operators reported much
more net worth per farm than low resource young operators.
The net worth for low resource operatorsislessthan $79,000,
far less than the $553,000 reported by established young
operators.

The characteristics of established young operators more
closely resemble the characteristics of older commercial
operators than those of young low resource operators. The
debt-asset ratio of established young operatorsisonly sightly
higher than the average for operators over 40 years of age.
Although less, the net worth of the established young
operators compares closely with that of older commercial
operators.

Sources of Credit

Young low resource commercial operatorsobtain nearly three-
guartersof their financing needsfrom USDA and commercial
banks. (Credit programs of the former Farmers Home
Administration were transferred to USDA's Consolidated
Farm Service Agency in late 1994). Banks supply 40 percent
of this group's financing needs, slightly more than their 38-
percent share of total farm operator debt. USDA was the
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primary sourceof credit tolow resourcelivestock farms, while
commercial banks were the primary source to crop farms.

As expected from its mission, USDA's farm credit programs
hold asmall share of thetotal debt owed by established young
commercial operators. While USDA isaprimary supplier of
credit to low resource young farmers, the bulk of USDA's
credit goes to other classes of farmers. The largest share of
USDA's farm operator debt (47 percent) is owed by older
commercial operators. This is probably attributable to
previous efforts by USDA to stabilize established young
operatorsexperiencingfinancial problems. Thismight change
over the coming years as USDA targets an increasing share of
its lending resources to young and beginning farmers, as
required under 1992 legislation.

The Farm Credit System (FCS) does not appear to be activein
financing young low resource commercial operators, asit has
only an 8 percent market share for the group. Regardless of
whether the farms specialized in livestock or crop production,
FCS market share was significantly less than that of
commercial banks or USDA. Only 1 percent of total farm
operator debt held by FCS is owed by low resource young
commercial operators. For established young operators, the
FCS market shareislarger, but still substantially less than for
older commercial operators. Thesmall FCS market sharescan
not be explained by the fact that young operators are low
tenure and, therefore, own proportionally lessreal estate. The
ratio of real estate liabilities to total debt for young low net
worth operatorsis not very different than for other categories
of operators.

When purchasing real estate or other farm assets, young
operators with little money for down payments would be
expected to negotiate directly with sellers for a contract of
sale. However, this does not appear to be true, asindividuals
had only an 8-percent market share of debt owed by young low
resource farmers.

Income Statement

At $109,000, average gross cash farmincome of low resource
young operators is half that of established young operators
(table B-2). Also, most expense items are proportionately
higher for thelow resourcegroup. The proportionately higher
expenses of low resource young operators leave them with
proportionately lower net farmincomes. The net farmincome
for the low resource group is only one-fourth that of the
established group.

Low resourcecommercial farmersoperatealittlelessthan half
the acres of established young operators (table B-3). Low
resource young operators are much more dependent on leased
farmland than other commercial operators. It might be
expected that low resource young operators would be more
dependent on cash rented rather than share rented acres
because landlords would find this group more risky and
request cash paymentsup front. Thisisnot evident, however,
asreliance on cash rent is the same for both groups.
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Table B-2—Income statistics for commercial farms, by operator age and by net worth classification

Under 40 years of age Over 39 years of age
Low
1991-92 averages resource Established
Dollars
Farm income:

Gross cash income 108,919 218,147 205,590
Crop sales & CCC 52,042 106,300 91,565
Livestock sales 41,591 87,095 91,108
Def. & disaster payments 6,761 9,525 7,892
CRP payments 249 658 912
Other farm-related 8,276 14,568 14,113

Total cash expenses 92,031 169,009 162,084
Variable expenses 66,502 129,746 130,892

Farm origin 23,238 41,980 45,889
Manufactured inputs 21,057 38,859 35,295
Labor 6,476 20,804 22,821
Other 15,732 28,104 26,887
Fixed expenses 25,529 39,263 31,192

Net cash farm income 16,888 49,138 43,506
Depreciation expense 8,680 20,867 15,096
Net inventory change 217 8,652 6,287
Other noncash items 1,380 3,575 4,114

Net farm income 9,806 40,497 38,811

Household: 1/

Total household income 24,622 47,224 49,702
Income from farming 14,427 33,825 30,232
Income from off-farm sources 10,195 13,398 19,470

1/ Farm income to the household included self-employment income plus amounts that operators pay themselves and other family members
to work on the farm, net income from other farm business, and income from land rent.

Table B-3—Selected statistics for commercial farms, by operator age and net worth classification.

Under 40 years of age Over 39 years of age
Low

1991-92 averages resource Established

Number
Total U.S farms 38,400 103,400 328,400

Acres

Land utilization:

Operated 506 1,183 1,384
Owned 73 388 627
Cash rented 262 348 340
Share rented 178 225 193

Percent of farms
Renting some machinery 20 22 14

Specializing in:

Livestock 47 48 51
Crop 53 52 49
Financially stressed 1/ 13 3 4
Positive cash farm income 80 87 84
Positive net farm income 74 79 78
Farming dependent 2/ 86 86 81
Farms with more than one household 1 16 15
Average operator age (years) 32 35 56
Annual hours of operator labor 2823 3186 2907
Average returns on assets (percent) -1.2 4.3 2.6

1/ Defined as having negative net farm income and debt-asset ratio greater than 0.40. 2/ Less than $20,000 of nonfarm income and a
majority of total household income is from the farm business.
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Compared with older commercial operators, young operators
are more likely to use leasing as a credit source, at least for
machinery. However, there is not a significant difference in
machinery leasing rates between low resource and established
young operators. Thereisno significant evidenceof livestock
leasing within either group of operators.

A large percentage (80 percent) of low resource young
operatorsreport positiveincomes. However, these operations
also supply a large amount of unpaid operator labor (2,823
hours) relative to established young operators (3,186 hours)
who had twice as much gross farm income and four times as
much net farmincome. The combination of low farmincome
($9,806) and large amounts of unpaid labor produces a
negative return on assets of -1.2 percent. This implies that
these operators are receiving less than the minimum wage for
their labor.

Nearly al low resource young operators have only one
household depending on income from the farm. Therefore,
most of these operations likely are one-family operations
independent of parents. In contrast, 16 percent of the
established young commercial operations have more than one
household depending on the farm business for income.
Multiple households likely indicate the presence of a parent
who hasretired from farming and is transf erring management
and farm assets to the on-farm heirs.

Conclusions

The growing capital requirements of today's modern
agriculture are frequently linked to the decline in the number
of new entrants into commercial farming. The research
presented here showstwo distinct groupsof young commercial
operators. The group with the largest number farm operators
displays high levels of financial resources and is unlikely to
face mgjor capital constraints. The smaller group reports
limited financial resources and is likely to be constrained by
the cost and availability of capital.

The dilemmafaced by beginning and young farmers has been
apopular policy concern. Federal and State programsrecently
have been enacted that assist these farmers (Wallace). Also,
there likely will be some debate concerning young and
beginning farmers as Congress considers the upcoming farm
bill. Our results provide someinsight into the need for and the
likelihood of success of these programs. Using operator age
or years of farming experience as a criteria for determining
eligibility for credit programs may be inappropriate. While
low resource young operators may benefit from special credit
programs, more established operators will be able to obtain
credit from conventional sources. The results suggest
eligibility criteria should consider severa factors such as net
worth, household income, or total assets owned.
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Low resource young operators receive alarge portion of their
financing from USDA. Hence, any legislative change that
affects USDA'slending programs coul d affect the availability
of credit to low resource farmers. Commercia banks are also
alarge provider of credit to low resource farmers and may be
abletofill thisgap if USDA's lending programs are curtailed.

Commercial banks' presencein financing low resource young
operators could be dueto their active participationin USDA's
guaranteed loan programs. Likewise, the minimal FCS
presence could be due to its lack of participation in the
guaranteed program. Unfortunately, the FCRS does not
include information on guaranteed loans.

Young commercial operators with low resources can often
benefit from low interest loans and low down payment
options. However, the extra income generated by these
programsisnot sufficient to makeyounglow resourcefarmers
more competitive with established young commercial
operators. Low resource young operators typically lack the
asset base to generate incomes sufficient to cover living
expenses and provide for growth. To prosper, these operators
might need aninfusion of capital such asnonfarm equity such
as limited partnerships.

In addition to providing low interest rate loans and low down
payment options, policymakers could also consider options
that encourage nonfarm equity investments. For example,
State and Federa laws restricting the use of limited
partnerships or subchapter S corporations could be examined.
Tax incentives could be provided for nonfarminvestorsinlow
resource farming operations. Also, private institutions could
be encouraged to provide grants to operators who are
productive and efficient but have limited resources.
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Appendix table 1—Total farm business debt by lender, December 31, 1977-94

Debt owed to reporting institutions

Farm Cons.Farm Life Individuals
Credit Commercial Service insurance Total and Total
System banks Agency companies others 1/ debt

Million dollars

1977 32,992 31,289 6,378 8,150 78,808 32,047 110,855
1978 37,564 34,435 8,833 9,698 90,529 36,871 127,400
1979 45,376 37,125 14,442 11,278 108,222 43,329 151,551
1980 52,974 37,751 17,464 11,998 120,188 46,636 166,824
1981 61,566 38,798 20,802 12,150 133,316 49,065 182,381
1982 64,220 41,890 21,274 11,829 139,214 49,592 188,806
1983 63,710 45,422 21,428 11,668 142,228 48,842 191,070
1984 64,688 47,245 23,262 11,891 147,086 46,701 193,787
1985 56,169 44,470 24,535 11,273 136,447 41,152 177,599
1986 45,909 41,621 24,138 10,377 122,044 34,926 156,970
1987 40,030 41,130 23,553 9,355 114,069 30,342 144,411
1988 37,138 42,706 21,852 9,018 110,714 28,654 139,368
1989 36,218 44,795 18,974 9,045 109,030 28,201 137,231
1990 35,567 47,425 16,950 9,631 109,573 27,794 137,367
1991 35,382 50,169 15,213 9,494 110,259 28,526 138,785
1992 35,616 51,571 13,504 8,718 109,410 29,235 138,645
1993 35,412 54,519 12,073 8,980 110,984 30,921 141,905
1994P 36,339 59,276 11,070 9,010 115,695 32,360 148,055

Percent change in year

1977 13.7 11.4 28.5 194 14.4 17.9 15.4
1978 13.9 10.1 38.5 19.0 14.9 151 14.9
1979 20.8 7.8 63.5 16.3 195 175 19.0
1980 16.7 1.7 20.9 6.4 111 7.6 10.1
1981 16.2 2.8 19.1 1.3 10.9 5.2 9.3
1982 4.3 8.0 2.2 -2.6 4.4 11 3.5
1983 -0.8 8.4 0.7 -1.4 2.2 -15 1.2
1984 15 4.0 8.6 1.9 3.4 -4.4 14
1985 -13.2 -5.9 5.5 -5.2 -7.2 -11.9 -8.4
1986 -18.3 -6.4 -1.6 -8.0 -10.6 -15.1 -11.6
1987 -12.8 -1.2 -2.4 -9.8 -6.5 -131 -8.0
1988 -7.2 3.8 -7.2 -3.6 -2.9 -5.6 -3.5
1989 -2.5 4.9 -13.2 0.3 -15 -1.6 -1.5
1990 -1.8 5.9 -10.7 6.5 0.5 -1.4 -0.1
1991 -0.5 5.8 -10.2 -1.4 0.6 2.6 1.0
1992 -0.7 2.8 -11.2 -8.2 0.8 2.5 -0.1
1993 -0.6 5.7 -10.6 -3.0 1.4 5.8 2.4
1994P 2.6 8.7 -8.3 0.3 4.2 4.7 4.3

Percentage distribution of total debt

1977 29.8 28.2 5.8 7.4 71.1 28.9 100.0
1978 29.5 27.0 6.9 7.6 71.1 28.9 100.0
1979 29.9 245 9.5 7.4 71.4 28.6 100.0
1980 31.8 22.6 10.5 7.2 72.0 28.0 100.0
1981 33.8 21.3 11.4 6.7 73.1 26.9 100.0
1982 34.0 22.2 11.3 6.3 73.7 26.3 100.0
1983 33.3 23.8 11.2 6.1 74.4 25.6 100.0
1984 33.4 24.4 12.0 6.1 75.9 24.1 100.0
1985 31.6 25.0 13.8 6.3 76.8 23.2 100.0
1986 29.2 26.5 154 6.6 7.7 223 100.0
1987 27.7 28.5 16.3 6.5 79.0 21.0 100.0
1988 26.6 30.6 15.7 6.5 79.5 20.5 100.0
1989 26.4 32.6 13.8 6.6 79.5 20.5 100.0
1990 25.9 34.5 12.3 7.0 79.8 20.2 100.0
1991 25.5 36.1 11.0 6.8 79.4 20.6 100.0
1992 25.7 37.2 9.7 6.3 78.9 211 100.0
1993 25.0 38.4 8.5 6.3 78.2 21.8 100.0
1994P 24.5 40.0 7.5 6.1 78.1 21.9 100.0

P = Preliminary. 1/ Includes individuals and others (land for contract, merchants and dealers credit, etc.), CCC storage and drying facilities
loans, and Farmer Mac loans.
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Appendix table 2—Real estate farm business debt by lender, December 31, 1977-94

Debt owed to reporting institutions CCC

storage
Farm  Cons. Farm Life Individuals and Total
Credit Service insurance  Commercial Total and drying real
System Agency companies banks others 1/ facilities estate

Million dollars

1977 19,640 3,613 8,150 6,994 38,397 19,556 492 58,445
1978 22,686 3,746 9,698 7,717 43,847 21,712 1,148 66,707
1979 27,322 6,254 11,278 7,798 52,653 25,660 1,391 79,704
1980 33,225 7,435 11,998 7,765 60,423 27,813 1,456 89,692
1981 40,298 8,096 12,150 7,584 68,128 29,318 1,342 98,788
1982 43,661 8,298 11,829 7,568 71,357 29,326 1,127 101,810
1983 44,318 8,573 11,668 8,347 72,906 29,388 888 103,182
1984 46,596 9,523 11,891 9,626 77,636 28,438 623 106,697
1985 42,169 9,821 11,273 10,732 73,994 25,775 307 100,076
1986 35,593 9,713 10,377 11,942 67,725 22,660 123 90,408
1987 30,646 9,430 9,355 13,541 62,972 19,380 46 82,398
1988 28,372 8,953 9,018 14,397 60,740 16,873 21 77,634
1989 26,674 8,130 9,045 15,551 59,400 15,939 12 75,351
1990 25,719 7,576 9,631 16,158 59,083 15,047 7 74,137
1991 25,160 7,001 9,494 17,315 58,970 15,537 4 74,511
1992 25,271 6,361 8,718 18,659 59,009 16,003 2 75,014
1993 24,872 5,834 8,980 19,580 59,266 16,711 0 75,977
1994P 24,627 5,391 9,010 21,038 60,066 17,170 0 77,236

Percent change in year

1977 16.3 9.1 19.4 15.1 16.0 13.3 241.7 15.7
1978 15.5 3.7 19.0 10.3 14.2 11.0 133.3 14.1
1979 20.4 67.0 16.3 1.0 20.1 18.2 21.2 19.5
1980 21.6 18.9 6.4 -0.4 14.8 8.4 47 12,5
1981 21.3 8.9 1.3 -2.3 12.8 5.4 -7.8 10.1
1982 8.3 25 -2.6 -0.2 4.7 0.0 -16.0 3.1
1983 15 3.3 -1.4 10.3 2.2 0.2 -21.2 1.3
1984 51 11.1 1.9 15.3 6.5 -3.2 -29.8 34
1985 -9.5 3.1 -5.2 11.5 -4.7 -9.4 -50.7 -6.2
1986 -15.6 -1.1 -7.9 11.3 -8.5 -12.1 -59.9 -9.7
1987 -13.9 -2.9 -9.8 13.4 -7.0 -145 -62.6 -8.9
1988 -7.4 -5.2 -3.6 6.3 -3.5 -12.9 -54.3 -5.8
1989 -3.6 -9.2 0.3 8.0 -2.2 -5.5 -42.9 -2.9
1990 -2.2 -6.8 6.4 3.9 -0.5 -5.6 -41.7 -1.6
1991 -0.6 -7.6 -1.4 7.2 -0.2 3.3 -42.9 0.5
1992 -0.4 9.1 -8.2 7.8 0.1 3.0 -50.0 0.7
1993 -1.6 -8.3 3.0 4.9 0.4 4.4 -100.0 1.3
1994P -1.0 -7.6 3.3 7.4 1.3 2.7 0.0 1.7
Percentage distribution of debt
1977 33.6 6.2 13.9 12.0 65.7 33.5 0.8 100.0
1978 34.0 5.6 14.5 11.6 65.7 32.5 1.7 100.0
1979 34.3 7.8 14.2 9.8 66.1 32.2 1.7 100.0
1980 37.0 8.3 13.4 8.7 67.4 31.0 1.6 100.0
1981 40.8 8.2 12.3 7.7 69.0 29.7 1.4 100.0
1982 42.9 8.2 11.6 7.4 70.1 28.8 11 100.0
1983 43.0 8.3 11.3 8.1 70.7 28.5 0.9 100.0
1984 43.7 8.9 11.1 9.0 72.8 26.7 0.6 100.0
1985 42.1 9.8 11.3 10.7 73.9 25.8 0.3 100.0
1986 394 10.7 11.5 13.2 74.8 25.1 0.1 100.0
1987 37.2 11.4 11.4 16.4 76.4 235 0.1 100.0
1988 36.5 11.5 11.6 18.5 78.2 21.7 0.0 100.0
1989 354 10.8 12.0 20.6 78.8 21.2 0.0 100.0
1990 34.7 10.2 13.0 21.8 79.6 20.3 0.0 100.0
1991 33.8 9.4 12.7 23.2 79.1 20.9 0.0 100.0
1992 33.7 8.5 11.6 24.9 78.7 21.3 0.0 100.0
1993 32.7 7.7 11.8 25.8 78.0 22.0 0.0 100.0
1994P 31.9 7.0 11.7 27.2 77.8 22.2 0.0 100.0

P = Preliminary 1/ Including Farmer Mac loans.
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Appendix table 3—Nonreal estate farm business debt by lender, December 31, 1977-94

Debt owed to reporting institutions

Farm Cons. Farm Individuals Total CCC
Commercial Credit Service Total and nonreal crop
banks System Agency others estate loans
Million dollars
1977 24,295 13,352 2,764 40,411 11,999 52,410 4,146
1978 26,718 14,878 5,086 46,682 14,011 60,693 4,646
1979 29,327 18,054 8,188 55,569 16,278 71,847 3,714
1980 29,986 19,750 10,029 59,765 17,367 77,132 3,836
1981 31,215 21,268 12,706 65,189 18,404 83,593 6,888
1982 34,322 20,558 12,977 67,857 19,139 86,996 15,204
1983 37,075 19,392 12,855 69,322 18,566 87,888 10,576
1984 37,619 18,092 13,740 69,451 17,640 87,091 8,428
1985 33,738 14,001 14,714 62,453 15,070 77,523 17,598
1986 29,678 10,317 14,425 54,420 12,143 66,563 19,190
1987 27,589 9,384 14,123 51,096 10,916 62,012 15,120
1988 28,309 8,766 12,899 49,974 11,760 61,734 8,902
1989 29,243 9,544 10,843 49,631 12,250 61,881 5,225
1990 31,267 9,848 9,374 50,490 12,740 63,230 4,377
1991 32,854 10,222 8,213 51,289 12,985 64,274 3,579
1992 32,912 10,346 7,143 51,401 13,230 63,631 4,771
1993 34,939 10,540 6,239 51,717 14,210 65,927 3,170
1994P 38,237 11,712 5,680 55,629 15,190 70,819 4,000
Percent change in year
1977 10.4 10.1 67.3 12.9 22.6 15.0 342.9
1978 10.0 11.4 84.0 15.5 16.8 15.8 12.1
1979 9.8 21.3 61.0 19.0 16.2 18.4 -20.1
1980 2.2 9.4 22.5 7.6 6.7 7.4 3.3
1981 4.1 7.7 26.7 9.1 6.0 8.4 79.6
1982 10.0 -3.3 21 4.1 4.0 4.1 120.7
1983 8.0 -5.7 -0.9 2.2 -3.0 1.0 -30.4
1984 15 -6.7 6.9 0.2 -5.0 -0.9 -20.3
1985 -10.3 -22.6 7.1 -10.1 -14.6 -11.0 108.8
1986 -12.0 -26.3 -2.0 -12.9 -19.4 -14.1 9.0
1987 -7.0 -9.0 2.1 -6.1 -10.1 -6.8 -21.2
1988 2.6 -6.6 -8.7 -2.2 7.7 -0.5 -41.1
1989 3.3 8.9 -15.9 -0.7 4.2 0.2 -41.3
1990 6.9 3.2 -13.5 1.7 4.0 2.2 -16.2
1991 51 3.8 -12.4 1.6 1.9 17 -18.2
1992 0.2 12 -13.0 0.2 1.9 0.6 33.3
1993 6.2 1.9 -12.7 -0.6 7.4 3.6 -33.6
1994P 9.4 11.1 -9.0 7.6 6.9 7.4 26.2
Percentage distribution of debt
1977 46.4 25.5 53 77.1 22.9 100.0
1978 44.0 24.5 8.4 76.9 23.1 100.0
1979 40.8 25.1 11.4 77.3 22.7 100.0
1980 38.9 25.6 13.0 77.5 22.5 100.0
1981 37.3 25.4 15.2 78.0 22.0 100.0
1982 39.5 23.6 14.9 78.0 22.0 100.0
1983 42.2 22.1 14.6 78.9 21.1 100.0
1984 43.2 20.8 15.8 79.7 20.3 100.0
1985 435 18.1 19.0 80.6 19.4 100.0
1986 44.6 15.5 21.7 81.8 18.2 100.0
1987 445 15.1 22.8 82.4 17.6 100.0
1988 45.9 14.2 20.9 81.0 19.0 100.0
1989 47.3 15.4 17.5 80.2 19.8 100.0
1990 49.5 15.6 14.8 79.8 20.1 100.0
1991 51.1 15.9 12.8 79.8 20.2 100.0
1992 51.7 16.3 11.2 79.5 20.8 100.0
1993 53.0 16.0 9.5 78.4 21.6 100.0
1994P 54.0 16.5 8.0 78.6 214 100.0

P = Preliminary
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Appendix table 4—Interest rates on short-term loans, 1960-94

Agricultural nonreal estate

Commercial banks CFSA 2/ Average
Farm on out-
Year Prime 6-month All Large Other Credit Limited standing
rate T-Bill 1/ banks banks banks System Regular resource debt 3/

Percent
1960 4.82 NA NA NA NA NA 5.00 NA 6.58
1965 4.54 NA NA NA NA NA 5.00 NA 6.38
1970 7.91 6.87 NA NA NA 9.45 6.88 NA 7.84
1975 7.86 6.39 NA NA NA 9.11 8.63 NA 8.21
1980 15.27 12.39 15.20 16.70 15.00 12.74 11.00 6.82 11.70
1981 18.87 15.06 18.50 19.80 18.10 14.46 14.04 8.13 13.34
1982 14.86 11.96 16.70 16.10 17.00 14.58 13.73 10.75 13.31
1983 10.79 9.27 13.50 12.10 14.10 11.95 10.31 7.31 12.14
1984 12.04 10.46 14.10 13.10 14.40 12.47 10.25 7.25 11.88
1985 9.93 8.09 12.80 11.20 13.40 12.40 10.25 7.25 10.61
1986 8.33 6.30 11.50 9.60 12.10 11.23 8.66 5.66 10.23
1987 8.21 6.35 10.60 9.20 11.30 10.10 8.12 5.27 10.53
I 7.50 5.78 10.10 8.40 11.20 10.10 7.50 4.50 NA
Il 8.05 6.30 10.70 9.40 11.20 10.00 7.50 4.50 NA
1] 8.40 6.49 10.40 9.30 11.10 10.00 8.75 5.57 NA
v 8.87 6.82 11.00 9.60 11.60 10.30 8.75 6.33 NA
1988 9.32 7.27 11.20 10.20 11.60 10.56 9.02 6.02 10.50
I 8.59 6.35 11.00 9.70 11.60 10.48 9.00 6.00 NA
I 8.78 6.81 10.70 9.70 11.30 10.51 8.67 5.67 NA
1 9.71 7.63 11.50 10.70 11.80 10.43 9.00 6.00 NA
v 10.18 8.27 11.60 11.10 11.80 10.82 9.42 6.42 NA
1989 10.88 8.50 12.50 12.10 12.70 11.68 9.10 6.10 10.64
I 10.98 9.09 12.30 12.10 12.40 11.63 9.40 6.40 NA
I 11.36 8.86 12.90 12.80 13.00 12.11 9.50 6.50 NA
1 10.66 8.12 12.50 12.00 12.80 11.55 9.00 6.00 NA
v 10.50 7.91 12.10 11.60 12.50 11.41 9.42 5.50 NA
1990 10.01 7.87 11.40 10.90 12.30 11.16 8.90 5.82 10.76
I 10.04 8.11 11.80 11.20 12.30 11.20 8.50 5.50 NA
I 10.00 8.19 11.80 11.40 12.30 11.20 9.01 6.01 NA
1 10.00 7.82 10.90 10.20 12.30 11.14 9.08 6.08 NA
v 10.00 7.36 11.50 11.00 12.20 11.10 9.00 5.67 NA
1991 8.47 5.72 9.80 9.00 11.30 10.10 8.25 5.00 9.86
I 9.19 6.34 10.40 9.60 11.60 10.59 8.50 5.00 NA
I 8.67 5.98 9.80 9.10 11.50 10.25 8.25 5.00 NA
1 8.40 5.74 10.10 9.40 11.50 10.02 8.25 5.00 NA
v 7.60 4.82 9.00 8.10 10.70 9.59 8.01 5.00 NA
1992 6.25 3.69 7.80 6.80 9.40 8.20 6.79 5.00 8.59
I 6.50 4.16 8.00 6.80 9.70 8.51 7.17 5.00 NA
I 6.50 3.97 8.30 7.20 9.70 8.38 7.00 5.00 NA
1 6.01 3.30 7.80 6.80 9.40 8.09 7.00 5.00 NA
v 6.00 3.34 7.40 6.30 8.90 7.81 6.00 5.00 NA
1993 6.00 3.23 7.50 6.70 8.70 8.09 5.88 5.00 8.29
I 6.00 3.20 7.60 6.60 8.80 8.35 6.33 5.00 NA
I 6.00 3.19 7.50 6.70 8.90 8.15 6.00 5.00 NA
1 6.00 3.22 7.50 7.00 8.60 8.08 5.75 5.00 NA
1Y 6.00 3.32 7.30 6.70 8.60 7.77 5.42 5.00 NA
1994 7.14 4.83 7.70 7.10 8.75 8.23 6.46 5.00 8.91
I 6.02 3.57 7.20 6.50 8.20 7.46 5.25 5.00 NA
I 6.90 4.61 7.70 6.90 8.60 8.06 6.08 5.00 NA
1 7.50 511 7.70 7.30 9.00 8.44 7.25 5.00 NA
v 8.13 6.02 8.20 7.70 9.20 8.96 7.25 5.00 NA

NA = Not Available. 1/ Auction average investment yield. 2/ New operating loans. Rates are weighted by length of time each was in effect.
3/ Average on outstanding farm business debt.
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Appendix table 5—Interest rates on long-term loans, 1960-94

Agricultural real estate

CFSA 3/

uU.S. Farm Life Average on Average

Year Treasury Commercial Credit insurance Limited  outstanding on total
bond 1/ banks System companies 2/ Regular resource debt 4/ farm debt 5/

Percent

1960 4.02 NA NA NA 5.00 NA 5.01 5.79
1965 4.21 NA NA NA 5.00 NA 5.36 5.84
1970 6.58 8.27 8.68 9.31 5.00 NA 5.88 6.73
1975 7.00 9.02 8.69 10.03 5.00 NA 6.98 7.55
1980 10.81 13.76 10.39 13.21 11.05 4.82 8.17 9.82
1981 12.87 16.75 11.27 15.42 13.00 5.50 8.91 10.95
1982 12.23 16.63 12.27 15.51 12.94 6.50 9.60 11.31
1983 10.84 13.76 11.63 12.47 10.79 5.27 9.70 10.83
1984 11.99 14.07 11.76 13.49 10.75 5.25 9.41 10.54
1985 10.75 12.96 12.24 12.61 10.75 5.25 8.73 9.57
1986 8.15 11.56 11.61 11.96 9.13 5.06 8.76 9.39
1987 8.64 11.07 11.10 10.21 8.90 5.00 8.94 9.62
I 7.64 10.78 11.40 9.48 8.25 5.00 NA NA
I 8.58 11.02 10.90 9.97 8.25 5.00 NA NA
1] 9.08 11.26 10.75 10.50 9.25 5.00 NA NA
v 9.24 11.20 11.50 10.88 9.83 5.00 NA NA
1988 8.98 11.42 10.10 10.05 9.46 5.00 9.24 9.79
I 8.61 11.04 9.88 10.13 9.50 5.00 NA NA
I 9.06 11.18 9.82 9.90 9.17 5.00 NA NA
1 9.20 11.60 10.06 10.08 9.50 5.00 NA NA
v 9.03 11.84 10.56 10.70 9.67 5.00 NA NA
1989 8.59 12.08 10.93 10.47 9.46 5.00 9.52 10.02
I 9.19 12.36 10.82 10.71 9.50 5.00 NA NA
I 8.84 12.18 11.01 10.54 9.17 5.00 NA NA
11 8.25 11.98 10.62 10.23 9.50 5.00 NA NA
v 8.07 11.78 10.65 10.40 9.67 5.00 NA NA
1990 8.73 11.69 10.56 10.25 8.94 5.00 9.58 10.12
I 8.60 11.74 10.62 9.62 8.75 5.00 NA NA
I 8.81 11.68 10.67 10.10 9.09 5.00 NA NA
1 8.91 11.72 10.49 10.30 9.08 5.00 NA NA
v 8.61 11.60 10.45 10.97 9.00 5.00 NA NA
1991 8.16 10.76 9.85 10.01 8.73 5.00 8.93 9.36
I 8.28 11.24 10.19 10.52 8.83 5.00 NA NA
I 8.39 11.04 9.96 9.99 8.75 5.00 NA NA
11 8.21 10.76 9.84 9.85 8.75 5.00 NA NA
v 7.76 10.00 9.42 9.68 8.58 5.00 NA NA
1992 7.55 9.45 8.25 8.74 8.13 5.00 8.44 8.51
I 7.73 9.72 8.43 9.09 8.25 5.00 NA NA
I 7.90 9.66 8.56 9.30 8.25 5.00 NA NA
1 7.22 9.22 8.13 8.59 8.25 5.00 NA NA
v 7.34 9.18 7.86 7.97 7.75 5.00 NA NA
1993 6.45 8.64 7.83 7.60 7.29 5.00 7.75 8.00
I 6.90 8.88 8.20 7.34 7.75 5.00 NA NA
I 6.62 8.70 7.80 7.77 7.42 5.00 NA NA
11 6.15 8.56 7.79 7.65 7.25 5.00 NA NA
v 6.14 8.42 7.54 7.62 6.75 5.00 NA NA
1994 7.41 NA 8.57 8.05 7.42 5.00 7.97 8.41
I 6.53 8.60 7.99 7.60 6.50 5.00 NA NA
I 7.41 9.08 8.37 7.95 7.17 5.00 NA NA
1 7.66 9.26 8.70 8.13 8.00 5.00 NA NA
v 8.05 NA 9.21 8.40 8.00 5.00 NA NA

NA = Not Available. 1/ Unweighted average of rates on all outstanding bonds neither due nor callable in less than 10 years. 2/ Estimated by
ERS from survey data. 3/ New farm ownership loans. Rates weighted by length of time each of the various weights existing in the quarter
were in effect. 4/ Average on outstanding farm business debt. 5/ Total farm debt includes both real and nonreal estate loans.
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Appendix table 6—Commercial bank real estate lending, by type of bank, June 30, 1994

Nonperforming

real estate Total Nonperforming

Real estate loans/total nonperforming real estate/
Bank Commercial loans/ real estate loans/ nonperforming Weak
group banks total loans loans 1/ total loans loans banks 2/
Number Percent Number
All banks 10,675 42.4 2.24 1.61 58.9 27
Agricultural 3,689 44.7 1.12 1.13 44.2 3
Small nonagricultural 6,355 60.2 1.37 1.32 62.5 23
Large nonagricultural 631 38.4 2.60 1.70 58.8 1
Urban 4,684 40.7 2.44 1.67 59.4 22
Rural 5,991 54.4 1.12 1.13 54.2 5

1/ Nonperforming loans are loans that are past due 90 days or more and still accruing interest plus loans in nonaccrual status. 2/ Weak
banks are banks with total nonperforming loans in excess of total capital.

Source: Report of Condition and Report of Income files, Board of Governors of the Federal Reserve System.

Appendix table 7—Banks reporting nonperforming loans greater than capital, 1984-94 1/

Agricultural Nonagricultural Total

Year 2/ banks banks banks

Number Percent Number Percent Number Percent
1984 93 1.86 94 1.00 187 1.30
1985 141 2.91 130 1.38 273 1.91
1986 158 3.36 230 2.47 388 2.77
1987 84 1.88 241 2.67 325 2.41
1988 54 1.25 238 2.76 292 2.30
1989 31 74 181 2.14 212 1.68
1990 13 .32 130 1.58 143 1.17
1991 13 .33 107 1.35 120 1.01
1992 5 13 55 .73 60 .53
1993 2 .05 30 42 32 .29
1994 3 .08 24 .34 27 .25

1/ Nonperforming loans are loans that are past due 90 days or more and still accruing interest plus loans in nonaccrual status. Total capital
includes total equity capital, allowance for loan and lease losses, minority interest in consolidated subsidiaries, subordinated notes and
debentures, and total mandatory convertible debt. 2/ The 1994 numbers are as of June 30, all others are December 31.

Source: Report of Condition and Report of Income files, Board of Governors of the Federal Reserve System.

Appendix table 8—Commercial bank failures, 1981-94 1/

Agricultural Nonagricultural Total

Year banks banks banks
Number 2/ Percent 3/ Number Percent Number Percent
1981 1 0.02 9 0.10 10 0.07
1982 10 0.19 23 0.25 33 0.23
1983 7 0.14 37 0.40 44 0.31
1984 31 0.62 47 0.50 78 0.54
1985 69 1.42 49 0.52 118 0.83
1986 66 1.41 78 0.84 144 1.03
1987 75 1.67 127 1.41 202 1.50
1988 41 0.95 180 2.09 221 1.71
1989 22 0.53 184 2.18 206 1.63
1990 18 0.44 141 1.76 159 1.30
1991 10 0.25 98 1.24 108 0.91
1992 7 0.18 93 1.23 100 0.88
1993 3 0.08 33 0.46 36 0.33
1994 4/ 0 0.00 11 0.16 11 0.10
Total 360 NA 1,110 NA 1,470 NA

NA=Not available. 1/ Counts of failures exclude mutual savings banks, savings and loan associations, commercial banks not insured by the
FDIC, and banks headquartered in U.S. possessions and territories. Failures are those declared insolvent and closed by their chartering
authorities plus those granted open bank assistance by the FDIC. 2/ Agricultural bank status is based on June loan data from the year prior
to the bank's failure. 3/ Failures during the year as a percentage of total banks of this type remaining at the end of the year. 4/ Percentages
for 1994 use June 30, 1994 data on numbers of banks in the denominators.

Sources: Calculated from information provided by the Federal Deposit Insurance Corporation and the Report of Condition and Report of
Income files, Board of Governors of the Federal Reserve System.
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